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EXECUTWE SUMMARY
LIBERTY UTILITIES (BELLA VISTA WATER) CORP. AND

LIBERTY UTILITIES (RIO RICO WATER & SEWER) CORP.
DOCKET nos. W-02465A-15-0367, WS-02676A-15-0368,

W-02465A-15-0370 AND WS-02676A-15-0371

On October 28, 2015, Liberty Utilities (Bella Vista Water) Corp. ("Be]la Vista" or
"Company"), tiled an application for a permanent rate increase in Docket No. W-02465A-15-0367
("Rate Docket"). On November 2, 2015, Bella Vista filed an application in Docket No. W-02465A_
15-0370 requesting authority from the Commission to issue evidence of indebtedness in a total
amount not to exceed $4,700,000 ("1-inancing Docket").

October 28, 2015, Liberty Utilities (Rio Rico Water & Sewer) Corp. ("Rio Rico" or
"Company") Bled an application for a permanent rate increase in Docket No. WS-02676A-15-0368
("Rate Docket"). On November 2, 2015, Rio Rico filed an application in Docket No. WS-02676A-
15-0371 requesting authority from the Commission to issue evidence of indebtedness in a total
amount not to exceed $8,900,000 l"Financing Docket"l.

On November 3, 2015, Bella Vista and Rio Rico ("Liberty BV/RR"
motions to consolidate both Rate Dockets and both Finance Dockets.

"Colnpanies") Bled

Be//a Vi//a Wafer Cowpafj

Bella Vista is a for-profit, Class B public service corporation serving approximately 8,133
residential customers, 1,035 commercial customers, and 189 fire protection customers M pardons of
Cochise County Arizona. Bella Vista is organized under die Liberty Utilities (South) segment of
Algonquin Power & Utilities Corporation ("APUC"). The Company's current authorized rates and
charges were determined M Decision No. 72251 dated April 7, 2011, using a test year ending March
31: 2009.

Bella Vista proposed a $1,554,321 or 33.61 percent, revenue increase from $4,624,730 to
$6,179,053 The proposed revenue increase would produce an operating income of $1,209,727 for a
9.16 percent  rate of  return on i ts proposed adjusted or iginal  cost  rate base ("OCRB") of
313,205,189

Staff  recommends a $607,591 or 13.14 percent, revenue increase from $4,624,730 to
$5,232>321 Staffs recommended revenue increase would produce an operating income of $889,329
for a 7.55 percent rate of return on a Staffs adjusted OCRB of $11,779,194.

Rio Rico Water and.Yen/erCorqbary' - Water Division ('tRio Rim IVaz'er'Q

Rio Rico Water is a for-profit, Class B public service corporation serving approximately
6,404 water customers in portions of Santa Cruz County Arizona. Rio Rico Water is organized
under the Liberty Utilities (South) segment of Algonquin Power & Utilities Corporation. The
Company's current authorized rates and charges were determined in Decision No.73996dated July
30, 2013, using a test year ending February 29, 2012.

H l



Rio Rico Water proposed a $683,836, or 22.55 percent, revenue increase from $3,032,792 to
$3,716,648 The proposed revenue increase would produce an operating income of $762,189 for an
8.60 percent rate of return on its proposed adjusted OCRB of $8,861,632

Staff recommends a $412,298, or 13.59 percent, revenue increase from $3,032,792 to
$3,445,090 Staffs recommended revenue increase would produce an operating income of $699,594
for a 7.55 percent rate of return on a Staffs adjusted OCRB of $9,266,140

Rio Rico Wafer and .Yea/er Congpafj ._ .fewer Division ('Rio Rim Seww'Q

Rio Rico Sewer is a for-proht, Class B public service corporation serving approximately
2,046 wastewater customers in portions of Santa Cruz County Arizona. Rio Rico Sewer is organized
under the Liberty Uti l i t ies (South) segment of  Algonquin Power & Uti l i t ies Corporation. The
Company's current authorized rates and charges were detennined in Decision No. 73996 dated July
30, 2013, using a test year ending February 29, 2012.

Rio Rico Sewer proposed a $226,351, or 15.31 percent, revenue increase from $1,478,323 to
$1,704,674 The proposed revenue increase would produce an operating income of $460,616 for an
8.60 percent rate of retunl on its proposed adjusted OCRB of $5,355,381.

Staff recommends a decrease of  $20,025, or a 1.35 percent, revenue decrease f rom
$1,478,323 to $1,458,298 Staffs recommended revenue decrease would produce an operating
income of $370,334 for a 7.55 percent rate of return on a Staffs adjusted OCRB of $4,905,082

Adjustor Mechanisms:

Staff recommends approval of the Company's proposed Purchased Power Adjustor
Mechanism ("PPAM") subject to certain conditions.

lm l l I



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 1

1 INTRODUCTION

2
• Please state your name, occupation, and business address.

3

4 OI

5

My name is Teresa B. Hunsaker. I am a Public Utilities Analyst III employed by due Arizona

Corporation Commission ("ACC" "Colnmission") in the Utilities Division ("StafF'). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 • Briefly describe your responsibilities as a Public Utilities Analyst.

8 A. analyze and examine accounting, Financial,

9

In my capacity as a Public Utilities Analyst, I

statistical and other information included in utility rate, Financing and other applications. In

10

11

12

addition, I prepare written reports based on my analyses and present Staffs recommendations

to the Commission on utility revenue requirements, rate design and other issues. I am also

responsible for testifying at formal hearings on these matters.

13

14 9 Please describe your educational background and professional experience.

15

16

17

18

19

20

I received a Bachelor of Science Degree in Accounting from die University of Nevada, Las

Vegas and an Associate Degree in Business Management from Clark County Community

College. I have attended the National Association of Regulatory Utility Commissioners

("NARUC") Utilities Rate School, which presents general regulatory and business issues.

Additionally, I have attended a Financial Management seminar sponsored by the American

Water Works Association. I joined the Commission as a Public Utilities Analyst in October

21

22

of 2013. Prior to employment with the Commission, I worked in several different accounting

and auditing positions for more than 25 years.

23

24 • What cases have been consolidated in this docket?

25 On October 28, 2015 Liberty Utilities (Bella Vista Water) Corp. ("Be11a Vista", "BV" or

26 "Company") Bled an application for a permanent rate increase in Docket No. W-02465A-15~

I' l l

A.

Q

A.

Q

Q

A.

Q



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 2

1 0367 ("Rate Docket"). On November 2, 2015, Bella Vista filed an application in Docket No.

2 W-02-465A-15-0370 requesting authority from the Commission to issue evidence of

3

4 or

5

6

7

8

9

10

indebtedness in a total amount not to exceed $4,700,000 ("Financing Docket"). On October

28, 2015, Liberty Utilities (Rio Rico Water & Sewer) Corp. ("Rio Rico", "RR" "Company")

Filed an application for a permanent rate increase in Docket No. WS-02676A-_5-0368 ("Rate

Docket"). On November 2, 2015, Rio Rico filed an application in Docket No. WS-02676A-

15-0371 requesting authority from the Commission to issue evidence of indebtedness in a

total amount not to exceed $8,900,000 ("Financing Docket"). On November 3, 2015, Bella

Vista and Rio Rico ("Liberty BV/RR" or "Companies") filed motions to consolidate both

Rate Dockets and both Finance Dockets.

11

12 • What is the scope of your testimony in these cases?

13

14

15

16

17

18

19

I am presenting Staffs analysis and recommendations regarding Bella Vista's application for a

permanent increase in its rates and char es for water utile serv ice within Cochise Coun ,P g

Arizona. Also, I am presenting Staffs analysis and recommendations regarding Rio Rico's

application for a permanent increase in its rates and charges for water and sewer utility service

within Santa Cruz Coun , Arizona. In both cases, I am resenten testimony and schedulesP g y

addressing rate base, operating revenues and expenses, revenue requirement, and will later file

additional direct testimony re rain rate Desi .y Ga g gn Staff witness Ms. Crystal Brown is

20

21

22

presenting Staff's cost of capital testimony and Staffs analysis and related recommendations

for the financing applications. Mr. James Armstrong is presenting Staff's analysis and related

Fair Value Arizona Rate Evaluation Model ("FARE")

23 mechanism.

24

recommendations on rate making

Mr. Michael Thompson is presenting Staffs engineering analysis and related

recornmendadons for Bella Vista. Mr. Jean Liu is presenting Staffs engineering analysis and

25 related recommendations for Rio Rico.

26

A.

Q



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 3

1 • What is the basis of your testimony in this case?

2

3

4

5

6

7

I performed a regulatory audit of both Bella Vista's and Rio Rico's ("Liberty BV/RR" or

"Companies") applications and records. The regulatory audit consisted of examining and

testing financial information, accounting records, and other supporting documentation and

verifying that the accounting principles applied were in accordance with the Commission-

adopted NARUC Uniform System of Accounts  ("USOA") and Genera lly Accepted

Accounting Principles ("GAAP") .

8

9 BACKGROUNDS

10 Be//a ViNa

11 • Please review the background of the application for Bella Vista.

12 A.

13

14

15

16

Bella Vista is a for-profit, Class B public service corporation serving approximately 8,133

residential customers, 1,035 commercial customers, and 189 fire protection customers in

portions of Cochise County Arizona. Bella Vista is organized under the Liberty Utilities

(Sub) Corp ("LU Sub", "Liberty Soudi" or "LU 8020") a segment of Algonquin Power &

Utilities Corporation ("APUC"). The Company's current audiorized rates and charges were

17 determined in Decision No. 72251 dated April 7, 2011. The decision consolidated the

18

19

operations and transfer of the utility assets of Northern Sunrise Water Company ("Northern

Sunldse") and Southern Sunrise Water Company ("Southern Sunrise") to Bella Vista Water

20 Company.

21

22 Rio Rico Water 29' Sewer Company - Water Division ("Rio Rim Heater" Or 'RRIVQ

23 • Please review the background of the application for Rio Rico Water.

24

25

A.

A.

Q

Q

Q

Rio Rico Water is a for-profit, Class B public service corporation serving approximately 6,404

water customers in portions of Santa Cruz County Arizona. Rio Rico Water is organized
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1

2

under the Liberty South segment of APUC. The Company's current authorized rates and

chargeswere determined in Decision No.73996 dated July 30, 2013.

3

4 Rio Rim Water 6° .fewer Car/zpar] .- Sewer Division ('Rio Rico .Yen/er" or 'RRS '9

5 Please review the background of the application for Rio Rico Sewer.

6 A.

7

8

9

Rio Rico Sewers is a for-profit, Class B public service corporation serving approximately

2,046 wastewater customers in portions of Santa Cruz County Arizona. Rio Rico Sewer is

organized under the Liberty South segment of APUC. The Company's current authorized

rates and charges were determined M Decision No.73996 dated July 30, 2013.

10

11 A/ofzqzzin Power 6* Ulilief Corporation ('Z4PUC'Q

12

13

Please provide some background on the corporate structure of  APUC and information

about  APUC.

14 Liberty BV/RR is ultimately owned by APUC. APUC is a publicly traded member of the

15

16

17

18

19

20

21

22

Toronto Stock Exchange and is a registrant with the U.S. Security and Exchange

Commission. Liberty BV/RR is organized under Liberty Utilities Co.2 ("Liberty Utilities")

which is a Delaware corporation operated and regulated in the United States. Liberty Utilities

is a subsidiary of Liberty Utilities Canada Corp. ("Liberty Utilities Canada" or "LUC").

Liberty Algonquin Business Servicesg' ("LUC-LABS") is organized within LUC. The Arizona

utilities are wholly owned subsidiaries of Liberty South which is a wholly owned subsidiary of

Liberty Udlit;ies4. Liberty South's place of business is 12725 W. Indian School Road, Suite D-

101, Avondale Arizona. APUC's distribution business group is Liberty Utilities Canada and

23 Liberty Utilities. APUC's electric generation business group operates as Algonquin Power

1 Sewer is also referred to as Wastewater.
2 Liberty Utilities has customers in 11 states throughout the United States.
3 LUC-LABS subsidiary provides business and corporate services to LUC and APCo.
4 Liberty utilities operated in Arizona are: Liberty Utilities (Black Mountain Sewer), Liberty Utilities (Litchfield Park Water
and Sewer), Liberty Utilities (Rio Rico Water and Sewer), Bella Vista Water Company, Gold Canyon Sewer Company and
Estrada del Oro Sewer Company.

A.

Q

Q
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1 Co. ("APCo"). APUC's corporate structure is provided below and in its Cost Allocation

2 Manual effective July 1, 2015 on page 2 of 33 (See Attachment 2).

3

4

5

6

7

Based on information contained in APUC's 2015 annual report, APUC is a $5 billion in

Canadian dollar ("CAD") for electric generation, transmission and distribution utility

company based in Oakwille, Gntario. APUC subsidiaries own and operate regulated utilities

in the United States, and own non-regudated generation facilities and regulated electric

8 transmission and natural gas pipelines dmroughout the United States and Canada.
The

9 distribution business group operates in die United States as Liberty Utilities and provides rate

10 regulated water, electricity and natural gas utility services to over 560,000 co11nections5. The

11

12

13
more

14

15

16

17

electric generation business group operates as Algonquin Power Co. and owns or has

interests in a portfolio of North American based contracted wind, solar, hydroelectric and

natural gas powered generating facilities representing than 1,185 MW of installed

capacity. The transmission business group invests in rate regulated electric transmission and

natural gas pipeline systems in the United States and Canada. APUC is the ultimate parent of

Bella Vista and Rio Rico, is an unregulated publically traded corporation (on the Toronto

Stock Exchange) with $5 billion in assets and more than 31 billion in annual revenues.

18

19 Q . What are the primary reasons for the Liberty BV/RR requested permanent rate

20 increases?

21

22

23

According to Liberty BV/RR, the primary reasons are that the revenues from its utility

operations are presently inadequate to provide a fair rate of return on the fair value of its

utility plant and property devoted to public service. Cperating expenses have caused the

5 The total of 560,000 connections is 486,000 connections plus 80,000 connections with the recently announced planned
acquisition of die Empire District, which provides electric services to customers in Missouri, Kansas, Oklahoma, and
Arkansas.

|

A.
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1

2

revenue produced by the current rates and charges for service to become inadequate to meet

operating expenses and provide a reasonable rate of retune.

3

4 CONSUMER SERVICE

5 Q.

6

Please provide a brief history of customer complaints received by the Commission

regarding Bella Vista.

7 Staff reviewed the Cornrnission's records and found that, as of january 1, 2013 through May

8 2, 2016, there were ten complaints filed.

9

10

11

12

13

14

15

16

Two Complaints - (one billing issue and one disconnect issue) .
Zero Complaints.
Six Complaints - (four billing issues, one new line service/main line extension,
quality of service/ Held premise visit) .

2016 Zero Complaints.
One Opinion OPPOSED to the proposed rate increase.
All complaints have been resolved and closed.

2013
2014
2015 one

17

18 Q .

19

Please provide a brief history of customer complaints received by the Commission

regarding Rio Rico Water.

20 Staff reviewed the Comlnission's records and found that, as of january 1, 2013 through April

21 28, 2016, due re were eight complaints filed.

22

23
24
25
26
27
28
29

2013 Three Complaints - (three billing issues) .
2014 One Complaint .__ lone billing issues) .
2015 Zero Complaints.
2016 Two Complaints - (two billing issues) .
Two Opinions OPPOSED to the proposed rate increase.
Two complaints remain open (pending investigations). All complaints have been resolved
and closed.

30

\

ll ll\

A.

A.
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1 Q.

2

Please provide a brief history of customer complaints received by the Commission

regarding Rio Rico Sewer.

3 Staff reviewed the Commission's records and found that, as of january 1, 2013 through April

4 28, 2016, there were no complaints filed for Rio Rico Sewer.

5

6 COMPLIANCE

7 Q. Please provide a summary of the compliance status of Bella Vista.

8 A check of the ACC's Compliance Database indicates that mere are currency no

9 delinquencies for Bella Vista.

10

11 Q. Please provide a summary of the compliance status of Rio Rico Water.

12

13

14

15

A check of the ACC's Compliance Database indicates that there is currently one pending

issue for Rio Rico Water for copies of an Approval to Construct ("ATC") from the Arizona

Department of Environmental Quality for the plant necessary to serve the Windward

Development.

16

17 Q. Please provide a summary of the compliance status of Rio Rico Sewer.

18 A check of the ACC's Compliance Database indicates that there are currently no

19 delinquencies for Rio Rico Sewer.

20

21 SUMMARY OF PROPOSED REVENUES

22 Q. Please summarize Bella Vista's filing.

23 revenue

24

25

26

A.

A.

A.

A.

A.

Bella Vista proposes total annual operating of $6,179,053. This represents an

increase of $1,554,321 or 33.61 percent, over test year revenue of $4,624,730 The proposed

revenue increase would produce an operating income of $1,209,727 for a 9.16 percent rate of

return on adjusted original cost rate base ("OCRB") of $13,205,189 The Company proposes
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1

2

to OCRB as its Fair Value Rate Base ("FvRB"l. Bella Vista's rate Being is based on the

twelve months ended December 31, 2014 ("test year") .

3

4 Q. Please summarize Rio Rico Water's filing.

5

6

7

8

9

Rio Rico Water proposed a $683,856, or 22.55 percent, revenue increase from $3,032,792 to

$3,716,648 The proposed revenue increase would produce an operating income of $762,189

for an 8.60 percent rate of  return on its proposed adjusted OCRB of $8,861,632 The

Company proposes to use OCRB as its FVRB. Rio Rico Water's rate filing is based on the

twelve months ended December 31, 2014 ("test year").

10

11 Q . Please summarize Rio Rico Sewer's filing.

12

13

14

15

16

Rio Rico Sewer proposed a $226,351, or 15.31 percent, revenue increase from $1,478,323 to

$1,704,674 The proposed revenue increase would produce an operating income of $460,616

for an 8.60 percent rate of  return on its proposed adjusted OCRB of  $5,355,381 The

Company proposes to use OCRB as its FVRB. Rio Rico Sewer's rate Filing is based on the

twelve months ended December 31, 2014 ("test year") .

17

18 Q. Please summarize Staffs recommended revenue for Bella Vista.

19

20

21

Staff  recommends a $607,591 or 13.14 percent, revenue increase from $4,624,730 to

$5,232,327. Staffs recommended revenue increase would produce an operating income of

3889,329 for a 7.55 percent rate of return on a Staff adjusted OCRB of $11,779,194

22

23 Q. Please summarize Staffs recommended revenue for Rio Rico Water.

24

25

26

Staff recommends a $412,298, or 13.59 percent, revenue increase from $3,032,792 to

$3,445,090 Staffs recommended revenue increase would produce an operating income of

$699,594 for a 7.55 percent rate of return on a Staff adjusted OCRB of $9,266,140

A.

A.

A.

A.

II
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1 Q. Please summarize Staffs recommended revenue for Rio Rico Sewer.

2 Staff recommends a decrease of $20,025, or a 1.35 percent, revenue decrease from $1,478,323

3 to $1,458,298 Staffs recommended revenue decrease would produce an operating income of

4 $370,334 for a 7.55 percent rate of return on a Staff adjusted OCRB of $4,905,082

5

6 Q.

7

Are there significant changes in corporate allocations that were disclosed by Liberty

BV/RR through the audit process that impact this rate filing?

8

9

10

11

Yes. For example, Liberty BV/RR has stated in responses to Staffs data requests TBH 2.7,

TBH 2.7 supplemental, TBH 4.1, TBH 4.2, and TBH 4.2 supplemental that the Company will

make appropriate adjustments in its rebuttal testimony. Based on that, Staff will address

these issues M its surrebuttal testimony.

12

13 Q. Please summarize Staffs rate base and operating income adjustments for Liberty

14 BV/RR.

15 A. Staffs adjustments to rate base and operating expenses address the following:

16

17 Rate BareAdjz¢_flmenLf..

18

19

20

21

22

23

24

Allocated Corporate Plant from Parent Company, Canadian Affiliates and the allocated LU

Sub Corporate Plant and the Accumulated Depreciation for the Corporate Plant .- These

adjustirnents decrease plant in service and involve reduction in the level of allocated corporate

plant to the Company and the 4-Factor allocation percentage. Plant in service decrease in

Bella Vista by $127,739 with a 10.9646 allocation percentage, Rio Rico Water by $113,357

with a 6.3910 allocation percentage and Rio Rico Sewer by $47,758 with a 2.6925 allocation

25 percentage.

26

A.

A.

l l l l l l ll II min
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1

2

4

Reclassification of Plant Additions - This adjustment has no net effect to plant in service in

Bella Vista. These reclassification adjustments increase plant in service by $493,422 in Rio

Rico Water and decrease plant in service by $493,422 in Rio Rico Sewer. The adjustments to

Rio Rico are due to a misclassification of plant in service between the different divisions.

5 Staffs adjustments reclassify plant additions to the appropriate divisional plant accounts.

6

7

8

Plant Adiustrnents, Plant in Service - These adjustments increase plant in service to reflect

the amount of Post-Test Year ("pTy>>) plant additions through December 31, 2015 and the

9 Company's corrections to estimated accruals. Plant in service increase in Bella Vista by

10 $241,1()2, Rio Rico Water by $642,967 and Rio Rico Sewer by 368,175.

11

12 These adjustments decrease plant in service to reflect the

13

14

Unsupported Plant Additions

removal of recorded plant costs that were not supported by invoices or other types of source

documentation. Plant in service decrease in Bella Vista by $268,664, Rio Rico Water by $0

15 and Rio Rico Sewer by $16,516.

16

17

18

19

PTY Plant Not Used and Useful- This adjustment decrease plant in service in Bella Vista by

$2,808 to reflect plant that was deemed not used and useful. This adjustments has no effect

on plant in service in Rio Rico Water and Rio Rico Sewer.

20

21 Removal of Indirect Overhead ("IND()H"), Plant in Service - This adjustment decreases

22 Plant in Service to reflect the removal of a portion of the recorded plant costs included an

23 indirect overhead. As a result, plant in service decreases in Bella Vista by $796,449, Rio Rico

24 Water by $488,728 and Rio Rico Sewer by 369138.

25

Jul



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 11

1 This adjustment reflects Staffs calculation of accumulated

2

3

Accumulated Depreciation

depreciation based on Staffs adjustments to plant. Staffs adjustment to Corporate Plant is

reflected in TBH-5 Rate Base Adjustment No. 1 and Staffs development of appropriate

4

5

6

accumulated depreciation reserve was based on the date the plant was acquired. Bella Vista's

accumulated depreciation balance in its application includes an unaccounted balance of

$125,026. Staff separately included this balance as unaccounted accumulated depreciation.

7

8 Net plant in service decreases in Bella Vista by $35,886 and Rio Rico Water by $47,061. Plant

9 in service increase in Rio Rico Sewer by $9,013.

10

11

12

Advances in Aid of Construction l"AIAc") - This adjustment decreases AIAC in Bella Vista

by $519,226 to reflect Staffs reclassification of AIAC that was not fully refunded after ten

13 years to Contributions in aid of Construction, consistent with the Company's tariff.

14

15 Contributions in aid of Construction ("CIAC") and Accumulated Amortization of CIAC

16

17

18

This adjustment decreases gross CIAC in Bella Vista by $17,772 due to an error by the

Company, and adjusts the accumulated amortization of CIAC in Bella Vista by 343,714 as the

result of Staffs recommendation to transfer AIAC that was not fully refunded after ten years

19 to due CIAC account and an error by the Company.

20

21

22

23

24

Accumulated Deferred Income Taxes ("ADIT") - This adjustment is the result of reflecting

Sta ffs  ca lcula t ion of  the ADIT  us ing the S ta ff  r ecommended plant ,  accumula ted

depreciation, CIAC, and AIAC balances as well as the Staff recommended income tax rates.

ADIT increases in Bella Vista by $505,413, and Rio Rico Water by $147,815. ADIT decrease

25 in Rio Rico Sewer by 5I$104,114.

26

l l
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1 Cash Working Capital l"cwc") This adjustment decreases cash working capital to reflect

2

3

4

the inclusion of interest expense and the removal of rate case expense from the lead-lag

study. Driven by the CWC calculation, rate base decreases in Bella Vista by $27,211 and Rio

Rico Water by $29,041. CWC increase in Rio Rico Sewer by $13,259.

5

6 Operating /11607728 Adjustment;

7

8 Corporate Allocations from LUC, APUC and LUC-LABS Contractual Services

9 Pro fee signal These adjustments decrease operating expenses to adjust the Company's

10

11

12

proposed corporate expenses allocation for non-labor and labor costs to reflect reasonable

corporate expenses for inclusion in rates. Operating expense decreases in Bella Vista by

$119,160, Rio Rico Water by $75,587 and Rio Rico Sewer by $26,596.

13

14

15

16

17

LU 8020 Qontractual Services - Professional - These adjustments decrease operating

expenses to remove costs inadvertently miscalculated by die Company at the wrong 4-Factor

Allocation percentages for Liberty BV/RR. Operating expense decreases in Bella Vista by

$136,916, Rio Rico Water by $111,276 and Rio Rico Sewer by 87,313.

18

19 Reclassification of Affiliate Labor Costs for LU 8020._. These adjustments have no net effect

20 This adjustment reclassifies expenses recorded in Contractual

21

on operating expenses.

Services - Professional to account Contractual Services Other for direct labor for the

22 Company's water systems.

23

24

25

Corporate Cost Adjustment .-_ These adjustments decrease operating expenses to only adjust

the increased labor costs to include one year at 3 percent for adjusted Contractual Services _.

I  l
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1 Professional and Contractual Services - Other for LU 8020. Qperating expense decreases in

2 Bella Vista by $45,291 Rio Rico Water by $21,342 and Rio Rico Sewer by $1,427.

3

4 Contractual Service Professional HRIS Capital Labor for Corporate Plant These

5

6

7

8

9

adjustments decrease operating expenses to remove costs that were included in Corporate

Plant Account No. 940.1 for the Human Resources Information System ("HRIS"). Staff

applied a 4-Factor Allocation percentage to the total amount for Arizona Capital Labor.

Operating expense decreases in Bella Vista by $6,146, Rio Rico Water by $3,582 and Rio Rico

Sewer by $1,509.

10

11

12

13

14

Incentive Pay - These adjustments decrease operating expenses to adjust for removal of half

the incentive pay, and also to reflect that Staff applied a 4-Factor Allocation percentage to the

total amount of incentive pay. Operating expense decreases in Bella Vista by $34,861 Rio

Rico Water by $20,323 and Rio Rico Sewer by $8,562.

15

16

17

18

19

Contractual Service -. Indirect Overhead -_ These adjustments increase operating expenses to

include a portion of the Development Services and Engineering labor costs from LU 8020.

Staff applied a 4-Factor Allocation percentage. Operating expense increases in Bella Vista by

$50,566, Rio Rico Water by $29,474 and Rio Rico Sewer by $12,417.

20 Miscellaneous Expenses This adjustment has no net effect on operating expenses. This

21 adjustment reclassifies $12,173 in miscel laneous expense for water test ing costs to

22 Contractual Services _ Testing for Bella Vista.

23

24

25

Purchased Wastewater Treatment - This adjustment has no net effect on operating expenses.

This Others to Purchasedadjustment reclassif ies $108,999 in Contractual Services

26 Wastewater Treatment for Rio Rico Sewer.
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1 Contractual Services Testing These adjustments decrease operating expenses to reflect

2

3

Staff Engineer's calculation of annual testing costs. Operating expense decreases Bella Vista

by $51,518 and Rio Rico Water by $2,394.

4

5 depreciation expenses reflects Staffs

6

Depreciation Expense These adjustments to

calculation of depreciation expense using Staffs recommended depreciation rates and Staffs

7

8

recommended plant and CIAC balances. Operating expense decreases Bella Vista by $91,282

and Rio Rico Sewer by $68,139. Operating expense increase Rio Rico Water by $40,245.

9

10

11

12

Property Tax Expense - These adjustments to the Company's property tax expenses reflect

Staffs calculation of the Company's property tax expense. There are no increases in test year

for Bella Vista, Rio Rico Water and Rio Rico Sewer.

13

14

15

16

Income Tax Expense - This adjustment decreases operating expenses to reflect the income

tax obligation on Staffs adjusted test year taxable income. Operating expense increases in

Bella Vista by $176,005, Rio Rico Water and Rio Rico Sewer by $39,418.

17

18 COST ALLOCATIONS

19 Algonquin P011/.er 29" U!i§1'i6.f Cogboralion

20 Q.

21

22

Has the issue of cost allocations from Algonquin Power & Utilities Corporation

("APUC") and its subsidiaries been addressed by the Commission before in previous

rate cases?

23 A. Yes

24

|
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1 Prwiour Cornmiuion Dee2on.f Defying Shareholder C`o.ft.r

2 Q.

3

What are the previous Commission decisions that denied shareholder costs (i.e.

Investor Relations, Director Fees and Insurance, Escrow and Transfer Fees, Other

4 Professional Services,and Ofice Administration)?

5 A. In brief, the Decisions are as follows:

6

7 1.

8 2.

9

Black Mountain Sewer Corporation, Decision No. 71865, page 25, lines 4 through 38.

Litchfield Park Service Company, Decision No. 72026, page 49, lines 7 dmrough 28.

Rio Rico Utilities, Inc., Decision No. 72059, beginning at page 22, line 17 and ending

10

11 4.

12

on page 23 line 15.

Bella Vista Water Company, Decision No. 72251, beginning at page 28, line 18 and

ending on page 29 line 6.

13

14 Q.

15

16

17

To help the Commission understand the reason why corporate or common cost

allocations are a significant issue and point of contention in the pending Bella Vista

and Rio Rico rate cases, please explain in general why large, diverse, parent

companies, like APUC choose to centralize some of their operational activities and

18 allocate these out to the subsidiaries that utilize the common or centralized services?

19 A.

20

21

APUC's primary business is the direct interest and equity ownership in renewable and thermal

power generating facilities and regulated utilities. APUC owns a widely diversi8ed portfolio

of independent power production facilities and regulated udlities7 consisting of water

22 distribution, wastewater treatment facilities, electric and gas utilities. Essentially, APUC

23

24

acquires unregulated and regulated utilities and the subsidiaries operate these acquired

utilities.

6 All power production (Le. generation) facilities are found within Algonquin Power Company ("APCo") within the
APUC corporate structure.
7 A11 distribution utilities are found within Liberty Utilities (Canada) Corp ("LUC") within the APUC corporate structure.

3.

la
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1 •

2

Can you now explain generally, how such common or shared costs are allocated or

distributed to the various subsidiaries that utilize these common or shared services?

3 A. Yes. Whenever, and to the extent reasonably possible, shared service costs are first allocated

4

5

6

or assigned directly to die entity that is clearly the cost causer, such as when a cost is incurred

specifically to support the operational needs of a specific entity. The remaining common

costs are diem allocated to the collective cost causers based upon a reasonable set of

7 allocation factors.

8

9

10

Obviously, it is important to ratepayers to assure that the basis for such cost allocations are

reasonable and that the actual cost allocators are evaluated as needed to maintain the fair

11 allocation to ALL entities duet share these common services. Operating characteristics

12

13

change over time, especially for large companies that are constantly acquiring new operating

divisions or revising their internal operating structures.

14

15

16 o r

17

18

It is interesting and important to note that within the Liberty/APUC Cost Allocation Manual

"CAM," which I will discuss in more detail later  in my testimony, it  specifically

acknowledges the legitimacy of any jurisdictional regulatory authority's need to audit

transactions between the regulated entities and its affiliates.

19

20

21

22

23

24

25

I have attached a copy of page 21 of 26 of the CAM8 included in the rate case application (See

Attachment 1) which is quite specific as to the need for maintaining an audit trail and the

right of the regulatory auditor, and not the audited utilities to determine what information is

relevant for a particular audit objective. Also, within Section E (3) of the Company's CAM,

jurisdictional regulatory authorities, such as the ACC, are specifically acknowledged as having

the right to request an independent attestation engagement of the CAM.

8 APUC Cost Allocation Manual included in the application is effective January 1, 2014. However, APUC's new Cost
Allocation Manual provided in the Company's response to Staffs data request TBH 4.28 is effective ]ugly 1, 2015.

Q

I
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1 Q.

2

3

During the course of Staffs audit of the pending Bella Vista and Rio Rico rate cases,

did the Company acknowledge that material elements of its initially allocated

common or shared costs are going to need to be revised?

4 Yes. For example, in the Company's response to data requests issued by Staff TBH 2.7, TBH

5

6

7

8

9

10

11

2.7 supplemental, TBH 4.1, TBH 4.2, TBH 4.2 supplemental, and based on the conversation

with Company representatives, the Company has acknowledged that both the allocation to

Liberty South and the allocations from Liberty South to Bella Vista and Rio Rico will be

changing. The Company will make appropriate adjustments in its rebuttal testimony.

Further, the Company has indicated that it was not planning on updating or amending its rate

increase request or filed Schedules until it files its rebuttal case. As a result, Staff is now faced

with Being its direct case and addressing possible positions and recommendation that it knows

12 will need to be updated after the Company's rebuttal case is Bled. I would note that

13

14

throughout the remainder of my testimony many of Staffs recommendations will need to be

updated as a part of Staffs surrebuttal filing.

15

16 Q. In order for the Commission to fully understand and follow your discussions and

17

18

19

20

recommendations regarding cost allocations from and through the Bella Vista and

Rio Rico parent and affiliated companies, did Staff developed a diagram to describe the

position of Bella Vista and Rio Rico Water and Sewer Company ("Rio Rico") within

APUC corporate structure?

21 Yes. Please refer to diagram of the corporate structure provided below:

22

23

24

25

26

A.

A.

II



SHAREHOLDERS

Algonquin Power & Utilities Corp.
(APUC)

Liberty Utilities Co.
<LUC>

Liberty Algonquin
Business Services (LUC

LABS)

Renewable & Thermal
Companles

Liberty Water Co. Liberty Energy
Utilities Co.

Water Utilities includes
Liberty South (LU 8020)

& other subsidiaries

Energy Utilities

Rio Rico Water
& Sewer Co.

Odder AZ/TX Water
& Sewer Companies
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1

I
2

3

4

5 Algonquin Power
Co. (APCo)

6 I

7

8

I
9

10

11
I

12 Bella Vista
Water Co.

13

14

15 Q. Who are APUC's two wholly owned operating subsidiaries?

16

17

APUC's two wholly owned operating subsidiaries are Algonquin Power Company ("APCo")

and Liberty Utilities Canada ("LUC") .

18

19 Q- Does LUC have an additional corporate entity that charges costs to af5liates?

20

21

Yes, Liberty Algonquin Business Services ("LUC-LABS") is organized widiin LUC. LUC-

LABS provide business and corporate services to LUC and APCo.

22

23 Q. Please describe APUC's two wholly owned operating subsidiaries.

24

25

APCo is an unme ted generation business that owns or has ownership interests in

hydroelectric, wind, solar, and thermal energy facilities. LUC is an unregulated business that

- I

A.

A.

A.

I



Table 1: Per DR TBH 4.2 - 21014 APUC Allocated Corporate Costs to Bella Vista and Rio Rico
using the 4-Factor allocation in U.S. Dollars

Corporate Affiliate
Adjusted Balances Bella Vista

Rio Rico
Water

Rio Rico
Sewer

|

Total LUC,
APUC & LUC-
LABS Allocated
Co orate Costs

1 LUC Allocation Expenses $55,677.27 $32,452.75 $13,672.30 $101,802.32
2 APUC Allocation Expenses $53,021.13 $30,904.56 $13,020.05 $96,945.74
3 LUC-LABS Allocation Expenses $85,740.51 $49,975.79 $21,054.73 $156,771.03
4 LUC,  AP UC & LUC-LAB S

Corporate Labor Adjustment
($5,680.91) $2,820.90 ($4,060.08) ($6,920.09)

5 Total $188,758.00 $116,154.00 $43,687.00 $348,599.00
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1 It

2

owns regulated water, natural gas and electric transmission and distribution utilities.

currently operates in 11 states throughout the United States.

3

4 Q.

5

6

Did APUC allocate costs incurred at the Canadian Corporate level (i.e., shareholder

costs) to Bella Vista and Rio Rico? If so, please describe how the APUC, LUC and

LUC-LABS corporate charges are allocated to Bella Vista and Rio Rico?

7

8

Yes. Corporate direct expenses are recorded in NARUC expense account Contractual

Service - Professional. Corporate indirect overhead ("INDOH") expenses are recorded in

9 the Plant accounts such as Structures

1 0

and Improvements and Pumping Equipment.

Liberty South applies the 4-Factor

11

Additionally, corporate depreciation is allocated.

allocation to Bella Vista at 10.9646 percent, Rio Rico Water at 6.3910 percent and Rio Rico

1 2 Sewer at 2.6925 percent as shown in Table 1.

1 3

1 4 Q . What are the corporate allocated costs from LUC, APUC and LUC-LABS?

1 5 A. Per the Company's response to Staffs data request TBH 4.2 the corporate allocated costs are

1 6 as follows:

1 7

1 8

A.
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1 Q. What are the total LUC, APUC and LUC-LABS corporate costs allocated to each

2 Company during the test year?

3

4

The total LUC, APUC and LUC-LABS allocated corporate costs during the test year to each

Company are shown in Table 1 line 5.

5

6 Q.

7

What are the total LUC, APUC and LUC-LABS corporate costs that were allocated to

Liberty South during the test year?

8

9

10

The total LUC, APUC and LUC-LABS allocated corporate costs during the test year to

Liberty South is $1,787,460 as shown in Table 2 line 4 with an average total percentage of

80.93 percent.

11

12 Q .

13

14

Are there additional corporate costs that LUC, APUC and LUC-LABS that were

allocated to Liberty South during the test year and then to Bella Vista and Rio Rico?

If so, please explain.

15

16

17

Yes, the additional corporate costs LUC, APUC and LUC-LABS that was allocated to Liberty

South during the test year and then to Bella Vista and Rio Rico is provided below in Table 3

for INDOH and Table 4 for Depreciation.

18

19 Q. 'What are the total corporate allocated expenses from LUC, APUC and LUC-LABS to

20 Liberty sQuthp

21 Per the Company's response to Staffs data request TBH 4.2 the corporate allocated costs are

22 as follows:

23

A.

A.

A.

A.



Table 2: 2014 Total Expenses to Liberty South

Corporate Affiliate
Adjusted Balances SouthLibe

% of Adjusted
Total Expenses

1 LUC Allocation Expenses $507,790.33 79.40%

2 APUC Allocation Expenses $495,601.80 83.20%

3 LUC LABS Allocation Expenses $784,068.29 80.19%

4 Total and Average Total Percentage $1,78'7,460.42 80.93%

Table 3: Total INDOH to Liberty South
Corporate Affiliate
Adjusted Balances Libe South

% of Adjusted
Total Expenses

1 LUC Allocation INDOH $68,293.28 13.45%

2 APUC Allocation INDOH $100,065.26 16.80%

3 LUC LABS Allocation INDOH $146,223.99 14.96%

4 Total and Average Total Percentage $314,582.53 15.07%

Table 4: Total Depreciation to Liberty South
Corporate Affiliate
Adjusted Balances Liberty South

% of Adjusted
Total Expenses

1 LUC Allocation Deprecation $63,526.86 12.51%

2 APUC Allocation Deprecation $0 0.00%

3 LUC LABS Allocation Depreclation $47,435.44 4.85%
4 Total and Average Total Percentage $110,962.30 5.79%
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1 Tofu/ and Average Tore/ Perfenfqge of//oazied Exjienfaffrom LUC, APUC and LUC-LABS
to Leery South2

3

4

5
6
7

Tale/ and Average Tale/ Percentage 0fINDOH oft/ae Zora/ expenfaffmftz LUG APUC and LUC-
L4135 lo ]_j8ery S0ul/9

8
9

10
11

Tore/ andAvera<ge Tore/ Perfenlage 0f Dez'>re4ialiot1 of !/ae total eygpenfe/frow LUC, APUC and LUC-

LABS Zo Ljéeqy S0u!/9

1 2

1 3

1 4

Q. What allocated corporate costs does Staff agree should be included in the corporate

allocated costs to Liberty South?

1 5

1 6

1 7

1 8

Sta f f  ag re e s  tha t  the  fo l l owing  non- l abor  and  l abor  corpora te  a l l oc a ted  cos t s  shou ld  be

proper l y  a l located to Libe r ty  South. Sta f f r e v i e we d  the  Company ' s  r e sponse  to  i t s  da ta

requests and supplemental  responses to TBH 2.7  and TBH 4.2  to determine  the  amount of

the corporate al located costs during the test year to Liberty South as shown below in Table 5:

1 9

A.



South in U.S. DollarsTable 5: Per DR TBH 4.2 - Staff Allowable Co orate Allocation to Libel

Staff Allowable
Expenses (Non-
Labor and Labor

Costs)

Total LUC,
APUC & LUC-
LABS Allowable

Expenses

Liberty
South

Allocation at
16.17%

Bella Vista
Water at
10.9646%

Rio Rico Water
at 6.3910%

Rio Rico
Sewer at
2.6925

1 Tax Servlces $499,134.37 $80,710.03 $8,849.53 $5,158.18 $2,173.12
2 Legal/Regulatory $585,496.50 $94,678.17 $10,381.08 $66050.88 $2,549.21

3 Audit/Accounting $2,581,852.95 $417,507.37 $45,778.01 $26,682.90 $11,241.39
4 License Fees 8: Permits $258,475.23 $41,852.68 $4,588.98 $2,674.80 $1,126.88
5 Total $3,924,959.05 $634,748.24 $69,597.61 $40,566.76 $17,090.60
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1

2 Q. For the remaining shareholder costs (i.e. Investor Relations, Director Fees and

3 Insurance, Escrow and Transfer Fees, Other Professional Services, and Office

4 Administration), why do the Companies request recovery Mouth rates?

5

6

The Companies' position is that those costs provide a benefit in the form of access to capital

to Bella Vista and Rio Rico customers and, therefore, are appropriate to recover through

7 rates. Staff has generally opposed such recoveries.

8

9 Q. Does Staff agree with the Companies that the shareholder costs should now be

1 0 recovered through rates?

11

1 2

No. On four occasions the Commission has disallowed the recovery of what are basically

shareholder costs. Further, in this instance Staff believes that the Company has failed to

1 3 establish the reasonableness of the cost allocation factors used to allocate these costs. APUC

1 4

1 5

1 6

1 7

1 8

1 9

is a large Company that is clearly in an acquisition mode as ev idenced by the pending

acquisition of the Empire District Electric Company through a $2.4 billion acquisition offer.

APUC's access to the capital market needs and related communications to current and future

stock holders clearly relate to the APUC acquisi t ion posture and Arizona water and

wastewater customers should not be burdened by any of these costs. Also, stock and debt

issuance costs are already captured within the effective debt and equity costs which Arizona

20 ratepayers already pay.

2 1

A.

A.

II
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1

2

3

Further, the allocated shareholder costs constitute related party transactions that are not

allocated consistent with the cost causation principle, and as such, are not consistent with the

NARUC Guidelines for Cost Allocations and Affiliate Transactions ("NARUC Guidelines").

4

5 RATE BASE

6 Fair Va/zze Rafe Bare

7 Q.

8

Did Liberty BV/RR prepare a schedule showing independently developed elements

of a Reconstruction Cost New Rate Base?

9 No. The Companies requested that its OCRB be treated as its fair value rate base.

10

11 Rule Base _fumwagf

12 Q .

13

Please summarize Staffs adjustments to Liberty BV/RR's rate base shown on

Schedules TBH-3 and TBH-4.

14

15

16

17

18

19

20

21

22

23

Staffs adjustments to Liberty BV/RR's rate base resulted in a net decrease. Plant in service

decreases in Bella Vista by $1,425,993, and Rio Rico Sewer by $450,299. Plant in service

increase in Rio Rico Water by $404,508. This adjustment was primarily due to (1) Staffs

adjustments to Corporate Plant, (2) Staffs reclassification of plant, (3) Staffs adjustments to

plant additions included PTY plant and corrections of estimated accruals, (4) Staffs removal

of unsupported plant, (5) Staffs adjustment for PTY plant deemed not used and useful, (6)

Staffs removal of indirect overhead from plant additions including post-test year plant

additions, (7) Staffs adjustments to accumulated depreciation, (8) Staffs conversion of AIAC

to CLAC, (9) Staffs adjustment to CIAC and the associated amortization, (10) Staffs

adjustment to the ADIT, and (11) Staffs adjustments to cash working capital.

24

A.

A.

LImn Ill l
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1 Q . Has Staff completed its review of the documentation?

2

3

4

5

No, because of die timing of the receipt of documentation from the Company, Staff was not

provided sufficient time to review the information prior to the Being of its Direct Testimony.

Staff will need to review the information provided and, M addition, may also need to send

follow-up data requests and may make additional adjustments as warranted.

6

7 Rule Bare Aausfmenl B V, ROW, and RRS Nos. 7 - Allocated Cwp0rate P/unlfrow the Parer! Coffzpafj

8 Q . What is the definition of a plant asset?

9 In general, it is an item that a company directly owns or that it has acquired through a capital

10 lease.

11

12 Q. Hav e Be l l a  V i sta  and Ri o  R i co  m ade a  pro  Ronna ad j ustm ent  t o  i nc l ude p l ant

13 allocated from its parent company?

14

15

16

17

18

19

Yes, Bella Vista has proposed to include $239,793 in plant allocated from its parent company

and $192,057 in plant from Liberty South. The total plant allocated is $431,850. Rio Rico

Water has proposed to include $161,372 in plant allocated from its parent company and

$129,248 in plant from Liberty South. The total plant allocated is $290,620. Rio Rico Sewer

has proposed to include $67,986 in plant allocated from its parent company and $54,453 in

plant from Liberty South. The total plant allocated is $122,439.

20

21 Q.

22

During the course of the audit, did Staff discover any errors in the calculations in the

allocations of the plant to the Companies? If so, please explain.

23 A.

24

25

26

Yes, Staff discovered that the Companies failed to convert the original cost for Corporate

Plant from the Parent Company for Land and Land Rights in Account No. 903 and

Structures and Improvements in Account No. 904 to U.S. dollars. Additionally, Staff

removed the leasehold improvements for two tenants occupying more than half of the

A.

A.

A.
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1

2

building square footage in allocated original cost, as shown on Schedules BV TBH-5, RRW

TBH-5, and RRS TBH-5.

3

4
• Did Staff make any additional adjustments to Corporate Plant in Accounts No. 903

5 and No. 904?

6

7

Yes, Staff believes that the appropriate operational support facilities cost is to include a

reasonable portion of these costs based on the services provided to Liberty South customers.

8

9

10

Staff reviewed the Companies confidential responses to data requests and supplement

responses to BV TBH 2.7, RR TBH 2.7, BV TBH 4.2, RR TBH 4.2, BV TBH 5.1 and RR

TBH 6.1. Staff

11

12

Additionally, Staff adjusted to the 4-Factor allocations percentage.

recommends that only a portion of the total square footage utilized and allocated to LUC

employees be considered, as shown on Schedules BV TBH-5, RRW TBH-5, and RRS TBH-5.

13

14
• What is Staffs total adjustment for Corporate and Liberty South Plant in Accounts

15 No. 903 and No. 904?

16

17

18

19

20

21

Staffs adjustments to account no. 903 result in decreases in Bella Vista by $15,852, Rio Rico

Water by $11,108 and Rio Rico Sewer by $4,680. Staffs adjustments to account no. 904

resulted in a total decrease in Bella Vista by $139,208, Rio Rico Water by $101,417 and Rio

Rico Sewer by $42,727. Staff adjusted Liberty South to the 4-Factor allocation of 10.9646

percent for Bella Vista. Staff recommends that only a portion of the total square footage

utilized and allocated to LUC employees be considered as shown on Schedule TBH-5.

22

A.

9 The percentage for Bella Vista is 10.9646, Rio Rico Water is 6.3910 and Rio Rico Sewer is 2.6925. These percentages
are used throughout the Company's applications and supporting workpapers. The combined percentages for Bella Vista,
Northern Sunrise and Southern Sunrise is 10.9646. These percentages are representative of the allocations for Liberty
Sub Corp with the inclusion of the MissouN and Illinois factors included in the allocation as of December 31 2013.

A.

Q

Q
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1 Q. Did Staff make any adjustments to Liberty BV/RR for Liberty South Plant in Account

2 No. 940?

3 A. Yes, Staff adjusted the Office Furniture to the 4-Factor allocation of10.9646 percent. These

4 adjustments resulted in an increase in Bella Vista by $3,774.

5

6 Q.

7

Did Staff make any adjustments to Liberty BV/RR for Corporate and Liberty South

Plant in Account No. 940.19

8 A. Yes, Staffs adjustments to account no. 940.1 include an increase in account no. 904 for

9 Corporate Plant of $3,594 and an increase of $19,953 in Liberty South for Bella Vista. Staff

10

11

12

13

14

15

adjusted the Computers and Software for the Human Resource Information System

("HRIS") to the 4-Factor allocation of 10.9646 percent for plant in both the Corporate and

Liberty South. Additionally, Staff adjustment includes utilizing the same conversion rates to

U.S. Dollars. This adjustment resulted in an increase by $19,953 that is included in the total

adjustment of $23,547 as shown on Schedule TBH-5 for Bella Vista. Staffs adjustments to

Rio Rico resulted in a decrease in Rio Rico Water by $832 and Rio Rico Sewer by $351.

16

17 Q. Has Staff completed its review of the documentation?

18

19

20

21

No, because of the timing of the receipt of documentation from the Companies, Staff was

not provided sufficient time to review the information prior to the filing of its Direct

Testimony. Staff will need to review the information provided and, in addition, may also

need to send follow-up data requests and may make additional adjustments as warranted.

22

23 Q. What is Staffs recommendation?

24 A.

25

Staff recommends decreasing plant in service by decreases in Bella Vista by $127,739 with a

10.9646 allocation percentage, Rio Rico Water by $113,357 with a 6.3910 allocation

26 percentage and Rio Rico Sewer by $47,758 with a 2.6925 allocation percentage. These

A.

H
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1 adjustments reflect a decrease in plant in service and involve reductions in the level of

2

3

corporate plant to due Companies and a 4-Factor allocation percentage, as shown on

Schedules BV TBH-5, RRW TBH-5, and RRS TBH-5.

4

5 Rafe Bale AuJz'wenZ B V, RRW, RRS and Nor. 2 - Rev/aJ'J9'ivaz'i0n ofP/anz' Addi!i01zJ°, P/ant in .Yen/ire

6 • Ding the course of  the audi t ,  did Staf f  ident i fy any plant  that was recorded in an

7 inappropriate plant account?

8 Yes.

9

10
• What was the basis of Staffs detennination?

11

12

13

14

Staff reviewed the documentation provided and identified plant that required reclassification

to the appropriate plant accounts. Further, the NARUC USOA requires that plant costs be

placed in the correct plant account. Proper classification will ensure that depreciation

expense will be calculated using the correct depreciation rates.

15

16 Q. What was effect of the reclassifications on Liberty BV/RR?

17 A. The reclassifications in Bella Vista have no net effect on plant in service. The reclassifications

18

19

20

increase plant in service by $493,422 in Rio Rico Water and decrease plant in service by

$493,422 in Rio Rico Sewer. The adjustments to Rio Rico are due to the misclassification of

plant in service between the different divisions.

21

22 What is Staff recommending?

23

24

Staff recommends the reclassification of plant to the appropriate plant accounts, as shown on

Schedules BV TBH-6, ROW TBH-6, and RRS TBH-6.

25

A.

Q

A.

A.

Q

Q

ll
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1 Rate Bare A¢u.rtwent BV, KRW and RRS N0.r. 3 _ P/aniA¢_zw1.fz'menz'.r, P/an! in Service

2 Q. During the course of its audit, did Staff identify any additional plant that required

3 adjustments to the recorded plant balances?

4

5

6

Yes. Staff required signif icant additional time during the regulatory audit to identify and

request corrections from the Companies for estimated accruals for plant additions. Staff

included the plant additions for PTY plant. The Companies provided all requested

7 corrections from Staff.

8

9 Q. What did Staff identify as additional plant that required an adjustment to plant

10 balances?

11 Staff reviewed the documentation provided and identified plant that required plant additions

12 for both PTY plant and corrections to estimated accruals for plant. Staffs adjustment

13

14

15

increases plant in service in Bella Vista by $241,102, Rio Rico Water by $642,967 and Rio

Rico Sewer by $68,175 to reflect the amount of PTY plant additions through December 31,

2015, and the Company's corrections to estimated accruals.

16

17 Q. What is Staff recommending?

18 A. Staff recommends increasing plant in service in Bella Vista by §I$241,102, Rio Rico Water by

19 $642,967 and Rio Rico Sewer by 368,175 as shown on Schedules TBH-4 and TBH-7. Staff

20 further recommends that the Companies be put on notice that estimated accruals should be

21 corrected to support the recorded plant balances prior to the Blind of its next rate case. Staff

22

23

further recommends that the Companies be required to File an amended rate case to correct

for the estimated accruals if determined to be significant, as shown on Schedules BV TBH-7,

24 RRW TBH-7, and RRS TBH-7.

25

A.

A.

I
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1 Rafe Bare Adjz¢.f!menl B V and RRS Nos. 4 - Unnpporied P/ani, P/ant in l`6r1ice

2 Is it a requirement that plant costs be supported?

3 A.

4

5

Yes. The Arizona Administrative Code R14-2-610 D.1 states, "Each utility shall keep general

and auxiliary accounting records reflecting the cost of its properties ... and all other

accounting and statistical data necessary to give complete and authentic information as to its

6 properties ...." (Emphasis added).

7

8
• During its audit, did Staff identify plant costs which the Companies could not

9 adequately support?

10

11

Yes. Companies were unable to support in Bella Vista by $268,664, Rio Rico Water by $0

and Rio Rico Sewer by $16,516. A majority of these adjustments are due to the estimated

12 Source

13

accruals the Company was unable to support with required documentation.

documents are essential records for verifying plant costs. In the absence of supporting

14 documentation, the Company's plant balances cannot be veNted.

15

16 u Should the inadequately supported plant costs be removed from rate base?

17 Yes. It is the Companies' responsibility to support its claimed costs. If unsupported costs

18 are not removed, ratepayers are at risk of paying for non-existent or overstated costs.

19

20 What is Staffs recommendation?

21

22

Staff recommends decreasing plant in service in Bella Vista by $268,664, Rio Rico Water by

$0 and Rio Rico Sewer by $16,516 as shown on Schedules BV TBH-8 and RRS TBH-8.

23

24

25

These adjustments decrease plant in service to reflect the removal of recorded plant costs that

were not supported by invoices or other types of  source documentation, as shown on

Schedules BV TBH-8 and RRS TBH-8.

26

A.

A.

Q

Q

A.

Q

Q
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1 RafeBa.feAajwlwent B VNo. 5 -- Po!!-Tex! Year ('pTY') P/an! Not U.redand Useful

2 Q. Did Staff make an adjustment to plant that was not used and useful?

3 A. Yes.

4

5 Q. What adjustment did Staff make?

6

7

Staff identified $2,808 in PTY plant in Bella Vista that was deemed not used and useful as

shown on Schedule BV TBH-9.

8

9 Q. Why did Staff make this adjustment?

10

11

Michael Thompson, Staffs Engineer assigned to the Bella Vista rate case, inspected the entire

system and identified blanket projects deemed not used and useful.

12

13 Q. What is Staffs recommendation?

14

15

16

Staff recommends decreasing plant in service in Bella Vista by $2,808 to remove a specific

blanket project from rate base that was deemed not used and useful as shown on Schedules

BV TBH-9.

17

18 Rule Base Aajmlwent BV No. 6, RRW No. 4 and RRS No. No. 5 Indira Overhead, P/an! in Service

19 ('fznDoH'9

20 Q. What guidance should companies use in accounting for utility plant - overhead

21 construction costs and determining whether a cost should be capitalized by recording

22 it in a plant account?

23

24

25

26

The Arizona Administrative Code R14-2-411 D.2 requires water companies to maintain their

accounting records in accordance with the NARUC USOA. The mile states, "Each utility

shallmaintain its books and records in conformity with the Uniform System of Accounts for

Class A, B, C andD Water Utilities" (emphasis added).

A.

A.

A.

A.
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1 NARUC USOA provides accounting instructions for utility plant overhead constnlction

2

3

4

5

6

7

8

costs states that "AH overhead constnlction costs, such as engineering, supervision, general

off ice salaries and expense, constriction engineering and superv ision by other than the

accounting utility, legal expenses, insurance, injuries and damages, relief and pensions, taxes

and allowance for funds used during construction, shall be charged to particular jobs or units

on the basis of the amounts of such overheads reasonably applicable thereto, so that each job

or unit shall bear its equitable proportion of such costs and that the entire costs of the unit,

body direct and overhead, shall be deducted from the plant accounts at the time the property

9 is retired."

10

11

12

13

Further, the NARUC USOA provides accounting instructions for utility plant - overhead

construction costs states that "die determination of payroll charges includible in construction

overheads shall be on time card distributions thereof. Where this procedure is impractical,

14

15

special studies shall be made periodically of the mc supervisory employees devoted to

construction activ it ies so that only such overhead costs as have a def inite relation to

16 construction shall be capitalized. The addition to direct construction costs of  arbitrary

17 percentages or amounts to cover assumed overhead costs is not permitted."

18

19 Lastly, the NARUC USOA provides accounting instructions for utility plant overhead

20

21

22

23

constriction costs states that "the records supporting the entries for overhead constnlction

costs shall be kept so as to show the total amount of each overhead for each year, the nature

and amount of each overhead expenditure charged to each construction work order and to

each utility plant account, and the basis of distribution of such costs."

24
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1 Q.

2

What types of expenses are included in the indirect overhead costs (INDOH) pools

that are allocated to plant in service?

3

4

5

6

7

Ofice rent for the Engineering and Development services, general office expenses, any

remaining LU 8020 Engineering and Development Services labor costs and labor burden that

has not been direct charged and Corporate Allocations from LUC, APUC and LUC- LABS

(Table 3) of approximately 15 percent of all expenses allocated from LUC, APUC and LUC-

LABS to LU 8020.

8

9 Q. Does the Companies provide any support for their capitalization procedures manual?

10 Yes. The Companies provided Staff in response to data requests BV TBH 4.16 and RR TBH

4.17 a copy of Liberty Utilities Capitalization Procedure.

12

13 Q . Does their capitalization procedures manual address indirect overheads? If so, please

14 explain.

15 A. Yes. In section 8.0 Indirect Overheads includes an excerpt from FERC, CFR 18, Part 101,

16 Plant Instructions No. 3, Item 12 and Plant Instruction No. 4.

17

18 Q. Does the FERC's plant instructions apply to Water and Wastewater Utilities?

19 No. See the NARUC USOA accounting instructions provided above.

20

21 Q.

22

Does Staff believe that the Companies total indirect overhead costs (INDOH) pool is

reasonable to be capitalized, according to the NARUC USOA?

23 A.

24

25

26

No.  Staf f believes that only reasonable, appropriate, accurate and properly supported costs

be included in the indirect overhead costs pool. The costs should be traceable and the

Companies should be able to provide Staff an audit trail to trace the costs. Some of the

appropriate costs could include Liberty South general office administrative costs with a time

A.

A.

A.

l l I
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1

2

study as stated in the NARUC accounting instruction, office rent and general office expenses

for the separate Engineering and Development building.

3

4

5

6

7

8

9

Further, as already noted, Staff believes that the overheads charge to a particular project must

bear, or manifest, a reasonable relationship to the underlying capitalized costs. In other

words the overheads charged must be appropriate and should not just represent a blanket

al locat ion of  a pool  of  costs which do not have a l ink back to the other elements of

capitalized costs. For example if company employee labor is charged to a capital project then

it would be reasonable to find that employee cost overheads would also be charged to this

10

11

12

project but that the level of such labor overheads would mathematically correlate with the

level of labor being capitalized. Expenses that cannot be reasonably correlated with specific

project activities should not be included in overheads charged to a project.

13

14 Q.

15

During the course of the audit, did Staff review the amount of increases to the plant

accounts due to the additional indirect overheads (INDOH) by the Companies? If

16 so, please explain.

17 Yes. Staff reviewed the increases to the plant accounts for the additional indirect overheads

18 and in several plant accounts the increases amounted to more than 30 percent added to

19 original costs.

20

21 Q.

22

During the course of the audit, did Staff review the amount of increases to the plant

accounts due to the additional indirect overheads (INDOH) by the Companies? If so,

23 please explain.

24 Yes. Staff reviewed the increases to the plant accounts for the additional indirect overheads

25 and in several plant accounts the increases were more than 25 percent added to original costs

26

A.

A.

all
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1
• Please provide an example for illustrative purposes only.

2 A. new

3

4

The Company adds a pump and the cost of parts and labor throughout due year is

$10,000. The Company adds the indirect overhead (INDOH) costs duroughout Me year

totaling $2,500. The total cost of the new pump at the end of flat year is $12,500.

5

6 • Has Staff completed its review ofthe documentation?

7 A.

8

9

10

11

12

13

14

15

No, because of the timing of die receipt of documentation from the Companies, Staff was

not provided sufficient time to review the information prior to the Bling of its Direct

Testimony. Staff will need to review the information provided and, M addition, may also

need to send follow-up data requests and may make additional adjustments as warranted.

Staff believes that a periodic independent audits of a Company's process for capitalizing

overheads is a reasonable management action and recommends that the Commission makes a

directive to the Company to undertake an independent audit of its CAM procedures should

also include a specific review of the Company's capital project overhead process and that

such an audit should also cover 2015 activity.

16

17
• Should unverified costs be removed from plant in service?

18

19

20

Yes, they should. If unsupported costs are not removed, ratepayers are at risk of paying for

non-existent or overstated costs. Therefore, Staff has removed the regulatory assets pending

completion of its audit. Once the audit is complete, Staff will make any changes to its

21 recommendation in Staffs Surrebuttal Testimony.

22

23
• 'What is Staffs recommendation?

24 Staff recommends decreasing plant in service in Bella Vista by $796,449, Rio Rico Water by

25 $488,728 and Rio Rico Sewer by $69,138. These adjustments decrease plant in service to

26 reflect the removal of a portion of recorded plant costs included as indirect overhead. As a

II ll

A.

A.

Q

Q

Q

Q
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1 result, plant in service decreases to remove all indirect overhead, as shown on Schedules BV

2 TBH-10, RRW TBH-8, and RRS TBH-9. Further Staff recommends that the Commission's

3

4

5

directive to the Company to undertake an independent audit of its CAM procedures should

also include a specific review of the Company's capital project overhead process and dlat

such an audit should also cover 2015 activity.

6

7 Rule Bale Acustmenl B VNo. 7 - P/an! Relirewentf

8 Q . Did Staff make any adjustments to Bella Vista's plant in service due to retirements?

9 A.

10

Yes. In the Company's response to Staffs data request TBH 4.27, the Company stated it was

in error and Staff made an adjustment to decrease plant in service for pumping equipment by

11 $36,183 in Bella Vista.

12

13 Q. What is Staff recommending?

14 A.

15

Staff recommends decreasing plant in service by $36,183 in Bella Vista to reflect Staffs

retirement of pumping equipment on Schedule BV TBH-11.

16

1 7 R416 Bale Aauflrnenf BV No. 72, RRW and RRS No; BV No. 8, KRW and RRS Not. 6 _ Awumu/ated

18 Depreciation

19 Q. What adjustments did Staff make to Accumulated Depreciation?

20

21

22

23

24

25

Staff adjusted accumulated depreciation to reflect Staffs adjustment to plant during the test

year. Staffs adjustment to Corporate Plant is reflected in TBH-5 Rate Base Adjustment No.

1 and Staffs development of appropriate accumulated depreciation reserve was based on the

date the plant was acquired. Staff made an additional adjustment to increase accumulated

depreciation by $125,026 in order to reconcile the Company's Schedules B-1 to the B-2 pp in

Bella Vista. Bella Vista's accumulated depreciation balance in its application includes an

-11 I

A.
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1 unaccounted balance of $125,026. Staff separately included this balance as unaccounted

2 accumulated depreciation.

3

4 Q . Did the Company address the difference the accumulated depreciation difference

5 of $125,026 in its responses to data requests?

6 A.

7

Yes, The Company stated in its response to RUC() data request RUCO 2.1 dart it would

address dais issue in its rebuttal testimony.

8

9 Q. Did Staff have any additional issues with accumMated depreciation? If so, please

10 explain.

11

12

13

14

15

Yes, Staff requested through the data request process for the Companies to provide a

breakdown in Account No. 320 - Water Treatment Equipment and Account No. 330 -

Distribution Reservoirs and Standpipes into the sub-categories. The breakdown has not been

provided and therefore Staff continues to apply a lower depreciation rate. The Companies'

rate application currently uses the lower depreciation rate.

16

17 Q. Should the Companies provide a breakdown of each of the accounts listed above? If

18 so, please explain.

19

20

Yes, Staff should be provided the appropriate sub-categories for these accounts in order to

apply the appropriate depreciation rates recommended by the Staffs Engineers.

21

22 Q. Did Staff adjust the accumulated depreciation for Corporate and Liberty South Plant?

23

24

25

Yes, Staffs adjustments are included in the total depreciation as shown on Schedules BV

T8H-12, RRW TBH-10, and RRS TBH-10. Staffs calculation of accumulated depreciation is

based on Staffs adjustments to plant in service for corporate plant and the date the plant was

26

A.

A.

A.

placed in service.

in
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1 Q . What is Staffs recommendation?

2

3

4

5

6

7 Staff further

8

9

Staff recommends decreasing accumulated depreciation in Bella Vista by $35,886 and Rio

Rico Water by $47,061. Accumulated depreciation should increase in Rio Rico Sewer by

$9,013. These adjustments are shown on Schedules BV TBH-12, RRW TBH-10, and RRS

TBH-10. Staff further recommends that the Companies breakdown the plant in Account No.

320 - Water Treatment Equipment and Account No. 330 - Distribution Reservoirs and

Standpipes into the sub-categories for both Bella Vista and Rio Rico.

recommends that the Companies provide this breakdown within 180 days of the decisions in

these cases as a compliance item.

10

11 Rafe Bare Adjhulment B VNo. 9 -- Advances In Aid 0fC0nJ!m¢Zi0n (';4L4c'9

12 Q. What did Bella Vista propose for AIAC?

13 The Company proposed §H§9,114,847 for AIAC.

14

15 Q. Did Staff make any adjustments to Bella Vista's proposed $9,114,847 amount?

16

17

Yes, Staff transferred $519,226 in AIAC to Contributions in aid of Construction ("CIAC") in

Bella Vista.

18

19 Q. Please discuss Staffs adjustment to transfer $519,226 in AIAC to CIAC in Bella Vista.

20

21

22

Staff reviewed the Company's response to its time data request TBH 2.25 and the refunding to

the AIAC contracts, contract dates and determined dmese accounts were not receiv ing

refunds. Therefore Staff transferred $519,226 to CIAC in Bella Vista as shown on Schedule

23 BV T8H-13.

24

A.

A.

A.

A.
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1 Q. What is Staff recommending?

2

3

4

Staff recommends decreasing AIAC by $519,226 in Bella Vista  to reflect  Staff 's

reclassification of AIAC that was not fully refunded after ten years to CIAC, consistent with

Company's tariff as shown on Schedule BV TBH-13.

5

6 Rate Base Aajmlwent B VNo. 70 -- ConZ'rzlbu!ion.r In Aid 0fCons!run'ion ("CL4C'Q and Amodi{aiion 0fcL4c

7 Q. What did the Company propose for CIAC and Amortization of CIAC in Bella Vista?

8 The Company proposed $579,988 for CIAC and $304,864 for Amortization of CIAC in Bella

9 Vista.

10

11 Q. What adjustment did Staff make to CIAC and Amortization of CIAC in Bella Vista?

12

13

14

15

16

17

Consistent with Staffs Rate Base Adjustment No.8, Staffs recommendation to transfer

$519,226 from AIAC to CIAC and increased Amortization of CIAC to recognize the related

$8,882 amortization expense M Bella Vista as shown on Schedule BV TBH-14. Additionally,

in the Company's response to Staffs data request TBH 2.24 the Company stated a fionnula

error, and the accumulated amortization of CIAC. Staff decreased CIAC by $17,772 and

increased the Amortization of CIAC by $34,832 as shown on Schedule BV TBH-14.

18

19 Q . What is Staff recommending?

20

21

Staff recommends decreasing CIAC by $17,772 and amortization of CIAC by $43,714 in

Bella Vista as shown on Schedule BV TBH-14.

22

23 Rate Bale Aazuiwent BVno. 77, RRW and RRS No.r. 7 - Awuwu/ated Do%n~ed /n60we Taxer

24 Q. What are accumulated deferred income taxes ("ADITs")?

25 ADITs are the accumulated computed tax differences between income taxes calculated for

26

A.

A.

A.

A.

A.

book purposes and the actual income taxes that a company pays to the United States Treasury
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1

2

3

4

and the State of Arizona. By definition, these differences are temporary and reverse over

time. The primary cause of the income tax difference is the straight line depreciation method

used for rate-making purposes and accelerated depreciation medan used for Federal and

State income tax reporting purposes.

5

6 Q. What ADIT balances are the Companies proposing to include in its rate bases?

7

8

The Companies are proposing in Bella Vista is $381,189, Rio Rico Water is $1,121,537 and

Rio Rico Sewer is $683,150.

9

10 Q. Are Federal and State income tax returns necessary in order to audit the Company's

proposed ADIT?

12

13

Yes. The Rate Case and Audit Manual prepared by the NARUC Staff Subconmlittee on

Accounting and Finance states the following:

14

15

16

17

18

19

20

21

22

23

In looking at accumulated DITK, the auditor should look at the
Schedule M of the federal (and possibly state) tax return, to determine
the types of items that are different between the IRS/State computed
taxes and taxes computed for regulatory purposes. One should then
follow these through the records and adjustments to determine that
they have been properly reflected in the accumulated DIT. One
should look for large changes in the accounts and determine why
these significant changes occurred, and whether they match other
items reflected on the income statement."

24

25 Q. Did the Companies provide the tax returns?

26 No.

27

10 Deferred Income Taxes ("DIT").
11 Page 25 of the Rate Case and Audit Manual prepared by the NARUC Staff subcommittee on Accounting and Finance
(2003) (available at http://www.naruc.org/publications/ratecase_manuaLpdf) .

A.

A.

A.

I l
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1
• Why did the Companies not provide the tax returns?

2 The Companies stated that the tax returns were consolidated and so declined to provide

3 them.

4

5 • Can Staff perform a complete audit of the tax basis of the plant without the tax

6 returns?

7

8

No, it cannot. However, Staff is willing to work directly with the Companies in order to trace

the tax basis amounts into inclusion in the federal and possibly the state tax returns. This will

9 allow Staff to properly calculate ADIT.

10

11 ¢ What is Staffs recommendation?

12 Because the tax schedules from die Companies were not provided, Staff estimated the ADIT

13 in its Direct Testimony utilizing die Company's schedules and information provided. If the

14

15

16

17

Companies provide the necessary infonnation, Staff may require additional discovery and

may request additional infonnadon from the Companies. Staff will provide revisions in its

Surrebuttal Testimony. These adjustments are the result of reflecting Staffs calculation of the

ADIT using the Staff recommended plant, accumulated depreciation, CIAC, and AIAC

18 balances as well as the Staff recommended income tax rates. In the interim, Staff

19 recommends decreasing rate base as follows to reflect Staffs recommended ADIT that

20 results in an increase in Bella Vista by $505,413 and Rio Rico Water by $147,815. ADIT

21 increase in Rio Rico Sewer by $104,114 as shown on Schedules BV TBH-15, RRW TBH-11,

22 and RRS TBH-11.

23

A.

A.

Q

Q

A.

Q

l
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1 Rule Base An uslwenl Brno. 72, ROW and RR5 Nor. 8 - Ca;/9 Working Cf4uilal

2 Q. What amount of cash working capital is Liberty BV/RR proposing to include in rate

3 base?

4

5

Liberty BV/RR is proposing to include cash working capital in rate base of: Bella Vista

$160,641 Rio Rico Water $89,192 and Rio Rico Sewer $11,300.

6

7 Q. What adjustments did Staff make?

8

9

10

11

Staff included the interest expenses from the Schedule D-2 provided in the rate application

and payment infonnation was provided in the Financing application provided in this

consolidated docket for Liberty BV/RR. Staff also removed rate case expense consistent

with the removal of rate case expense from the lead lag study.

12

13 Q. What is Staff recommending for Cash Working Capital?

14

15

16

17

18

Staff recommends decreasing cash worldng capital to reflect the inclusion of interest expense

and the removal of rate case expense from the lead-lag study. Driven by the CWC

calculation, rate base decreases in Bella Vista by $27,211 and Rio Rico Water by $29,041 .

Driven by the CWC calculation, rate base increases in Rio Rico Sewer by $13,259 as shown

on Schedules BV TBH-16, RRW TBH-12, and RRS TBH-12.

19

20 OPERATING INCOME

21 Operating Income .Yummy'

22 Q. What are the results of Staffs analysis of Test Year revenues, expenses and operating

23 income in Liberty BV/RR?

24 As shown on Bella Vista Schedules TBH-18 and TBH-19, Staffs analysis resulted in Test

25 Year revenues of $4,624,730, expenses of 84,112,539 and operating income of $512,191.

26

Ina

A.

A.

A.

A.



Table 2: 2014 Total Expenses to Liberty South

Corporate Affiliate
Adjusted Balances Like South

% of Adjusted
Total Expenses

1 LUC Allocation Expenses $507,790.33 79.40%
2 APUC Allocation Expenses $495,601.80 83.20%
3 LUC LABS Allocation Expenses $784,068.29 80.19%
4 Total and Average Total Percentage $1,787,460.42 80.93%
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1 As shown on Rio Rico Water Schedules TBH-14 and TBH-15, Staffs analysis resulted in Test

2 Year revenues of $3,032,792, expenses of $2,587,538 and operating income of $442,254.

3

4 As shown on Rio Rico Sewer Schedules TBH-14 and TBH-15, Staffs analysis resulted in Test

5 Year revenues of $1,478,321 expenses of $1,095,636 and operating income of $382,687.

6

7 Q. Has Staff completed its review of the documentation?

8 A.

9

1 0

11

No, because of the timing of the receipt of documentation from the Company, Staff was not

provided sufficient time to review the infonnadon prior to the filing of its Direct Testimony.

Staff will need to review the information provided and, in addition, may also need to send

follow-up data requests and may make additional adjustments as warranted.

1 2

1 3 Operating /n60me Adjuftffzent B V, KRW and RRS No.r. 7 - Co¢0ra!e EA¢en.fe A//ovation

14

15

Q. What was the total amount of expense that was allocated from LUC, APUC and LUC-

LABS to Liberty South during the test year?

1 6 The amount is $1,787,460 as shown below in Table 2.

1 7

1 8

1 9

Tale/ andAvera8ge Total Pervenfage of //ocated E>qJef1.feJ 19*0m LUC, APUC and LUC-LABS to Libefgg/ Sou!/J

20

A.

ll III I  l



Table 1: Per DR TBH 4.2 - 2014 APUC Allocated Corporate Costs to Bella Vista and Rio
Rico using the 4-Factor allocation in U.S. Dollars

Corporate Affiliate
Adjusted Balances Bella Vista

Rio Rico
Water

Rio Rico
Sewer

Total LUC,
APUC &

LUC-LABS
Allocated
Corporate

Costs
1 LUC Allocation Expenses $55,677.27 $32,452.75 $13,672.30 $101,802.32
2 APUC Allocation Expenses $53,021.13 $30,904.56 $13,020.05 $96,945.74
3 LUC-LABS Allocation Expenses $855740.51 $49,975.79 $21,054.73 $156,771.03
4

I

L u c ,  A P U C  &  L U C - L A B S
Co orate Labor Adjustment

($5,680.91) $2,820.90 ($4,060.08) ($6,920.09)

5 Total $188,758.00 $116,154.00 $43,687.00 $348,599.00
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1 Q .

2

What was the total amount of expense that was allocated from LUC, APUC and LUC-

LABS to Liberty South during the test year?

3 The amount is $1,787,460 as shown below in Table 2.

4

5 Q .

6

Are there additional adjustments to the total amount of expense that were allocated

from LUC, APUC and LUC-LABS to Liberty South during the test year? If so, please

7 explain.

8 Yes.

9 be adjusted to the amount of $1,787,460

There are additional adjustments such as a corporate labor adjustment that will need to

Staf f  wil l  make adjustments in surrebuttal

1 0 testimony.

11

1 2 Q.

1 3

What portion of this $1,787,460 total was allocated from the LUC, APUC, LUC-LABS

unregulated business operations to Bella Vista and Rio Rico during the test year?

1 4

1 5

1 6

According to the Company's response to data requests and supplemental responses to Liberty

BV/RR TBH-4.2, Bella Vista was allocated $188,758, Rio Rico Water was allocated $116,154

and Rio Rico Sewer was allocated $43,687 during the test year. The total allocated to all three

1 7 companies is $348,599.

1 8

1 9

A.

A.

A.



Table 5: Per DR TBH 4.2 - Staff Allowable Co orate Allocation to Libe South in U.S. DollarsI

Staff Allowable
Expenses (Non-
Labor and Labor

Costs)

Total LUC,
APUC & LUC-
LABS Allowable

EXPCIISCS

Liberty
South

Allocation at
16.17%

Bella Vista
Water at
10.9646%

Rio Rico Water
at 6.3910%

Rio Rico
Sewer at
2.6925

1 Tax Servlces $499,134.37 $80,710.03 $8,849.53 $5,158.18 $2,173.12
2 Legal/Regulatory $585,496.50 $94,678.17 $10,381.08 $66050.88 $2,549.21
3 Audit/Accounting $2,581,852.95 $417,507.37 $45,778.01 $26,682.90 $11,241.39
4 License Fees & Permits $258,475.23 $41,852.68 $4,588.98 $2,674.80 $1,126.88
5 Total $3,924,959.05 $634,748.24 $69,597.61 $40,566.76 $17,090.60
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1 Q. Does Staff agree with the Company's calculation of the methodology used to allocate

2 the corporate costs?

3 No, Staff does not. The Commission, in Decision Nos. 71865, 72026, 72059, and 72251

4

5

disallowed certain costs that were directly caused by APUC unregulated business activities

and for which APUC would have continued to incur even if APUC did not own Liberty

6 BV/RR consistent with the NARUC Guidelines for Affiliate Transactions.

7

8 Q.

9

Did Staff adjust any of the LUC, APUC, and LUC-LABS corporate allocations

amounts? If so, please explain.

10 Yes. Staff decreased Contractual Services - Professional in Bella Vista by 35119,160, Rio Rico

11

12

13

14

15

Water by $75,587 and Rio Rico Sewer by $26,596 to reflect the Staff allowable expenses

provided for in expenses provided below. Staff adjusted the LUC, APUC and LUC-LABS

allocations by the adjusted balances for each division as shown on Table 1. Staffs allowable

corporate allocations for each division are shown on Table 5. Bella Vista's total of $188,758

less allowable expenses of $69,598 equal the adjustment of $119,160. Rio Rico Water's total

16 of $116,154 less allowable expenses of $40,567 equal the adjustment of $75,587. Rio Rico

17 Sewer's total of $43,687 less allowable expenses of $17,091 equal the adjustment of $26,596.

18

19

A.

A.
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1 Q. What is Staffs recommendation for e corporate allocations?

2

3 Further, Staff

4

5

6

7

8

Staff recommends the Contractual Services - Professional for LUC, APUC, and LUC-LABS

corporate expense allocation listed in Table 5 for Liberty BV/RR.

recommends that no LUC, APUC, LUC-LABS corporate expenses should be allocated to

indirect overhead expenses (INDOH). These adjustments decrease operating expenses to

adjust the Company's proposed corporate expenses allocation for non-labor and labor costs

to reflect reasonable corporate expenses due from ratepayers. Operating expense decreases

Bella Vista by $119,160, Rio Rico Water by $75,587 and Rio Rico Sewer by $26,596 as shown

9 on Schedules BV TBH-20, RRW TBH-16, and RRS TBH-16.

10

11

12

Operating /naw2e AdjuJ"z'/wen! BV,  KRW  and RRJ" Nos. 2 - Conlravfual Service: _ Pmfeniona/froffz likely/

_Your/9

13 Q .

14

What was the total amount of administrative expenses that should have been

allocated from Liberty South to Liberty BV/RR during the test year?

15 The amount is $4,027,790 as per the Companies' supplemental responses to BV/RR TBH

16 2.7.

17

18 Q.

19

Did Staff make any adjustments to the Contractual Services - Professional from

Liberty South to Liberty BV/RR? If so, please explain.

20 Yes . The Companies inadvertently miscalculated at the wrong 4-Factor allocation

21

22

23

percentages resulting in higher allocations to Liberty BV/RR. Staff applied the 4-Factor

allocations resulting in decreases in Bella Vista by $136,916, Rio Rico Water by $111,276 and

Rio Rico Sewer by $7,313.

24

A.

A.

A.

I
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1 Q. What is Staffs recommendation for the contractual services - professional from

2 Liberty South?

3

4

5

Staff recommends the contractual services - professional from Liberty South decrease

operating expenses in Bella Vista by 3136,916, Rio Rico Water by $111,276 and Rio Rico

Sewer by $7,313 as shown on Schedules BV TBH-21, RRW TBH-17, and RRS TBH-17.

6

7 Operating /n60we Adpfstmenl B V and RRWNm. 3 - Co¢omze Labor Cori; Rec/a.fJ9'Zlaz'io n

8

9

Q. During the course of its audit, did Staff identify any corporate labor costs that were

recorded in an inappropriate expense account?

10 Yes.

11

12 Q. What was the basis of Staffs determination?

13

14

15

16

Staff reviewed the information and discussed the appropriate expense account with the

Companies during an office visit on April 21, 2016. These adjustments have no net effect on

operating expenses and merely reclassifies expenses recorded in Contractual Services

Professional to account Contractual Services - Other for direct labor for the Company's

17 water systems. The Companies provided appropriate reclassification in the Companies

18 responses to TBH 5.1 and TBH 6.1.

19

20 Q. What is Staff recommending?

21 Staff recommends the reclassification of appropriate operating expenses as shown on

22 Schedules BV TBH-22 and ROW TBH-18.

23

Ill

A.

A.

A.

A.
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1 Operating Iwo me A¢§z¢Jlnzen! B V, RRW and RRS Nor. 4 Co¢oraze Co.fZAd]kuZwzent - Labor Ifwreafe

2 Q. What are Me total amount of labor increases included in the Liberty BV/RR

3 applicationsduring the test year?

4 A. In Bella Vista's application it is proposing $45,406 for Contractual Services .-- Professional and

5 $35,364 for Contractual Service Other for a total of $80,860. In Rio Rico Water 's

6 application it is proposing $46,334 for Contractual Services Professional and $3,984 for

7 Contractual Service Other for a total of $50,318. In Rio Rico Sewer's application it is

8

9

proposing 34,065 for Contractual Services -- Professional and $1>297 for Contractual Service

Other for a total of $5,361. Liberty BV/RR proposes a 3 percent increase over two years

10 (compounded) at 6.09 percent.

11

12 Q. What are the different affiliates included in this proposed labor increase during the

13 test year?

14 A.

15

Liberty BV/RR includes all of the following: LUC, APUC, LUC-LABS and Liberty South

labor costs in the proposed labor cost increase.

16

17 Q. Did Staff include all of the affiliates listed above in Staffs recommended labor

18 increase during the rest year?

19 No. Staff included Liberty South labor costs in the recommended labor cost increase.

20

21 Q.

22

Did Staff apply the Company's requested 6.09 percent increase during the test year to

Staffs recommended labor cost increase?

23 A. No. Staff applied 3 percent to Liberty South labor costs for one year in the recommended

24 labor cost increase which was the percent attributed to 2016 pay increases.

25

A.
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1 Q. What is Staff recommending?

2

3

Staff recommends a decrease in the operating expenses in Bella Vista by $45,297, Rio Rico

Water by $21,342 and Rio Rico Sewer by $1,427 as shown on Schedules BV TBH-23, RRW

4

5

TBH-19, and RRS TBH-19. Staff adjusted the increased labor costs to one year at 3 percent

Other forProfessional and Contractual Services

6

of the adjusted Contractual Services

Liberty South.

7

8 Operating Income Adj 1Jfz'wzenlBV, RRWand RRSNor. 6 Cofporale Cox! AdjW.ftwzent- HRH Capita/ Labor

9

10

11

Q. During the audit, did Staff identify plant costs in the Human Resources Information

System ("HRIS") in plant account no. 940.1 - Computer and Software that included

Capital Labor from Arizona?

12

13

14

15

16

Yes. The Corporate Plant for the HRIS in plant Account No. 940.1 for computers and

software included capital labor for Arizona corporate employees in the amount of $56,054 are

included in the total cost of system. The capital labor cost from Arizona were incurred

during the test year as provided in the Company's response to Staffs data requests TBH 5.9,

TBH-7.4 and TBH 7.5.

17

18 Q. Did Staff make adjustments due to these Arizona capital labor costs?

19 Yes. Staff adjusted the Arizona corporate capital labor costs based on the 4-Factor allocation

20

21

percentages. The Companies included the corporate labor costs in both plant in service for

Corporate Plant and the expense account for Contractual Services _ Professional.

22

A.

A.

A.

l in u
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1 Q. What are tlle adjustments to Liberty BV/RR to Contractual Services - Professional

2 during the test year?

3

4

5

Staff adjusted the Arizona corporate capital labor costs based on the 4-Factor allocation

percentages. Staffs adjustment decrease Contractual Services - Professional in Bella Vista by

$6,146, Rio Rico Water by $3,582 and Rio Rico Sewer by $1,509.

6

7 Q. What is Staff recommending?

8 A.

9

10

Staff recommends a decrease in the operating expenses in Bella Vista by $6,146, Rio Rico

Water by $3,582 and Rio Rico Sewer by $1,509 as shown on Schedules BV TBH-25, RRW

TBH-21, and RRS TBH-21.

11

12 Operating Income An usfffzent B V, KEW and RRS Nos. 7 Corporate CoJflA z¢_ftwze/zz* _ Imentiw PP

13

14

Q. During the audit, did the Companies provide infonnation about the total incentive

pay for Liberty South?

15

16

17

18

Yes. In the Companies response to RUCO DR 2.7, the Companies stated that the incentive

pay per month is $53,000 during the test year. The total incentive pay for 12 months during

the test year is $636,000. In the Companies response to Staffs DR 2.34a, the Company

stated the incentive pay during the test year is $624,000. Staff selected the higher amount.

19

20 Q. Did Staff make adjustments due to the Liberty South incentive pay?

21 Yes. Staff removed half of the incentive pay that should be paid by shareholders. Staff

22

23

24

adjusted the incentive pay by half and applied the 4-Factor allocation percentages. Staffs

adjustment decreases Contractual Services - Professional in Bella Vista by $34,861 Rio Rico

Water by $20,323 and Rio Rico Sewer by $8,562.

25

A.

A.

A.



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 50

1 Q. What is Staff recommending?

2

3

4

Staff recommends a decrease in the operating expenses in Bella Vista by $34,861 Rio Rico

Water by $20,323 and Rio Rico Sewer by $8,562 as shown on Schedules BV TBH-26, RRW

TBH-22, and RRS TBH-22.

5

6 Operating /ww7f6 Adj'us!went B V, RRW and RRS Nor. 8 Contrartzfal Serine; -- INDOH

7

8

Q. Did Staff adjust all Me INDOH from the plant accounts in the rate base adjustments

for Liberty BV/RR?

9 A. Yes. Staff removed all the INDQH from the plant accounts. Staff will make adjustment in

10

11

Surrebuttal testimony to include appropriate costs. The Companies either direct charged or

included in the cost pools for INDOH for the Engineering and Development labor costs.

12

13 Q .

14

Did Liberty South include labor costs  in the cost pool for INDOH in the plant

accounts for Liberty BV/RR?

15 Yes. The Companies either direct charged or included in the cost pools for INDOH for the

16 Engineering and Development labor costs.

17

18 Q. Did Staff make adjustments due to the Liberty South adjustments to INDOH in rate

19 base?

20

21

22

23

24

Yes. Staff estimated half of the total labor costs were charged directly to work orders and

projects. The total Engineering and Development labor cost during the test year is $922,355,

div ided by 50 percent is $461,177. Staff applied the 4-Factor allocation percentages to

$461,177. Staffs adjustment increases Contractual Services - Professional in Bella Vista by

$50,566, Rio Rico Water by $29,474 and Rio Rico Sewer by $12,417.

25

A.

A.

A.
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1 Q. What is Staff recommending?

2 A. Staff recommends an increase in the operating expenses in Bella Vista by $50,566, Rio Rico

3 Water by $29,474 and Rio Rico Sewer by $12,417 as shown on Schedules BV TBH-27, RRW

4 TBH-23, and RRS TBH-23.

5

6 Operating D140/fze Ad/Mtmenl B VNo. 9 - Miscellaneous Eacpenmf

7 Q. During the course of the audit, did Staff identify any miscellaneous expenses that

8 were recorded in an inappropriate expense account?

9 Yes.

10

11 Q. What was the basis of Staffs determination?

12

13

Staffs Engineer identified water testing costs that were included in miscellaneous expenses.

Staff verif ied the water These

14 adjustments

testing costs

have no net ef fect  on

and reviewed accounting records provided.

operating expenses and merely reclassifies expenses

15 recorded in Contractual Services __ Water Testing from Miscellaneous expenses.

16

17 Q. What is Staff recommending?

18 Staff recommends the reclassification of $12,173 in Bella Vista to the appropriate operating

19 expenses as shown on Schedule BV T8H-28.

20

21 Operating Income A¢u.ftment RRS No. 9 - Purr/Qafed Waslewaier Treaimenl

22

23

Q. During the course of the audit, did Staff identify any Contractual Service Other in Rio

Rico Sewer that were recorded in an inappropriate expense account?

24 A. Yes.

25

A.

A.

A.

II
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1 Q. What was the basis of Staffs detennination?

2 A.

3

4

5

Staff verified that the Contractual Services - Other for Rio Rico Sewer included purchased

wastewater treatment provided by the City of Nogales. Staff reclassified $108,999 from

Contractual Services _ Other to Purchased Wastewater Treatment. These adjustments have

no net effect on operating expenses and merely reclassifies expenses to the appropriate

6 expense accounts.

7

8 Q. What is Staff recommending?

9 Staff recommends the reclassification of $108,999 in Rio Rico Sewer to the appropriate

10 operating expenses as shown on Schedules RRS TBH-24.

12 Operating Income Aa]1.fZmenz' B VNo. 70 and RRWNo. 9 - Conlravtual _Yervifef - Te//2n8

13 Testing in

14

Q. Did the Staffs Engineer determine the amount for Contractual Services -

his Engineering Report and testimony?

15 Yes.

16

17 Q. Did Staff make adjustments to the Contractual Services - Testing in the test year?

18 Yes. Staff made an adjustment to reflect the Staffs Engineers calculation of annual testing

19 cost.

20

21 Q. What is Staff recommending?

22

23

24

Staff recommends a decrease to operating expenses to reflect Staff Engineer's calculation of

annual testing costs. Operating expenses decrease in Bella Vista by $51,518 and Rio Rico

Water by $2,394 as shown on Schedules BV TBH~29 and RRW TBH-24.

25

A.

A.

A.

A.
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1 Operating Inmnze AQ/.flftzenl Brno. 73, KRW and RRS Nor. IN - D¢¢wialio1z Expense

2 Q. What is Liberty BV/RR proposing for depreciation expense?

3 Bella Vista is proposing depreciation expense of $1,175,265 Rio Rico Water is proposing

4 Rio Rico Sewer is proposing depreciation expense of

5

depreciation expense of $562,211.

$326,172.

6

7 Q. What adjustment did Staff make to depreciation expense?

8

9 StafFs adjustments to

10

11

Staf f  adjusted depreciation expense to ref lect appl ication of  the Staf f -recommended

depreciation rates to the Staf f  recommended plant balances.

depreciation expenses ref lect Staf fs calculation of  depreciation expense using Staf fs

recommended depreciation rates and Staffs recommended plant and CIAC balances.

12

13 Q. What is Staffs recommendation?

14

15

16

Staff recommends decreasing depreciation expense in Bella Vista by $91,282 and Rio Rico

Sewer by $68,139. Staff recommends increasing depreciation expense in Rio Rico Water by

$40,245 as shown on Schedules BV TBH-32, RRW TBH-26, and RRS TBH-26.

17

18 Operating Income A4u,f!menz' B VNo. 74, KRW and RRS Not. 72 - Pr0pefy Taxes

19 Q. What is Liberty BV/RR proposing for Property Taxes?

20

21

22

Bella Vista is proposing property taxes expense of $148,997. Rio Rico Water is proposing

property taxes expense of $155,057. Rio Rico Sewer is proposing property taxes expense of

$75,741 .

23

l l

A.

A.

A.

A.



Direct Testimony of Teresa B. Hunsaker
Docket Nos. W-02465A-15-0367 et al.
Page 54

1 Q. Did Staff make any adjustment to the Property Tax Expense?

2 Yes. Staffs adjustment reflects Staffs calculation of the property tax expense using Staffs

3 recommended revenues, as shown on Schedules BV TBH-33, RRW TBH-27, and RRS TBH-

4 27.

5

6 Q. What is Staffs recommendation?

7 Staff recommends no increase in the test year as shown on Schedules BV TBH-33, RRW

8 TBH-27, and RRS TBH-27.

9

10 Operating /nm7ne A4 uJ"tn2enl BrNo. 75, RRW and RRS Nos. 73 - Iwo me Taxes

11 Q. 'What is the Liberty BV/RR proposing for test year Income Tax Expense?

12

13

A. Bella Vista is proposing income taxes expense of $55,166. Rio Rico Water is proposing

income taxes expense of $147,142. Rio Rico Sewer is proposing income faxes expense of

14 $157,337.

15

16 Q . Did Staff make any adjustments to test year Income Tax Expense?

17

18

Yes. Staffs adjustment reflects Staffs calculation of the income tax expense based upon

Staffs adjusted test year taxable income, as shown on Schedule BV TBH-15. Staffs

19

20

adjustment decreases operating expenses to reflect the income tax obligation on Staffs

adjusted test year taxable income.

21

22 Q. What is Staffs recommendation?

23

24

Staff recommends increasing test year Income Tax Expense in Bella Vista by $176,005, Rio

Rico Water $59,823 and Rio Rico Water by $39,418 as shown on Schedules BV TBH-34,

25 RRW TBH-28, and RRS TBH-28.

26

A.

A.

A.

A.
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1 OTHER MATTERS

2 Fair Va/ae Afiona Rafe Eva/aation Mode/

3 Q.

4

5

The Companies propose approval of a FARE rate making mechanism. Will Staff will

be providing analysis and related recommendations regarding the FARE rate making

mechanism?

6

7

Mr. James Armstrong is presenting Staffs analysis and related recommendations on the

FARE rate making mechanism.

8

9 Puff/Qafed PozuerAdjM1!0r Mefbaniftfz ('7PP/IM '9

10 Q. Has the Company requested a PPAM?

11 Yes.

12

13 Q. What is a PPAM?

14

15

16

17

It is an adjustor mechanism that allows a utility to track fluctuations in its cost of power. In a

rate case, due cost of power is determined and that cost is included in regular base rates.

Then fluctuations from that cost are tracked and recorded and the adjustor mechanism allows

the utility to bill its customers for costs of power above that set in the rate case or credit its

18 customers for costs below that set in due rate case.

19

20 Q. What reasons did the Companies provide for requesting the PPAM?

21

22

The PPAM allows the a licants to increase rates in order to recover increases in purchasedPP P

power costs resulting from increase in the rates charged from its electric utility providers.

23

24 Q. What is Staffs recommendation?

25 Staff recommends approval of the Company's proposed PPAM.

26

A.

A.

A.

A.

A.
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1 Propergf Taxer; AdjMior Mer/Qanifttz ('rpT/IM '9

2 Q. Has the Company requested a PTAM?

3 Yes.

4

5 Q. What is a PTAM?

6 It is an adjustor mechanism that allows utility rates to adjust, HPor down, based on changes

7 in the property tax rates and/or assessment ratios.

8

9 Q. 'What reasons did the Companies provide for requesting the PTAM?

10 The PTAM allows the applicants to increase rates in order to recover increases in property

11 taxes resulting from increase in the property tax rates and/or assessment rations.

12

13 Q.

14

Has there been a problem in the past  with the way Staf f  t radit ionally  computed the

higher property taxes that result from higher authorized revenues?

15

16

17

No, not that I am aware of. This methodology usually provides an added benefit to water

and wastewater companies because it has a forward looking component which is based on

Staffs recommended revenue. Simply put, it usually increases test year property tax expenses.

18

19 Q. What is Staffs recommendation?

20 Staff recommends denial of the Company's proposed PTAM.

21

22 Low Intone Tani

23 Q. Are the Companies proposing a low income tariff?

24 Yes.

25

A.

A.

A.

A.

A.

A.

In
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1 Q. Please describe the proposal.

2

3

4

5

The Companies are proposing to continue the existing low income tariffs for Bella Vista and

Rio Rico, with each proposal being based upon the already existing low income tariff. The

existing low income tariff provides for a discount of 15 percent applied to a qualified

custome1:'s total bill before any adjustments or application of any other taxes, credit, penalties

6 or fees.

7

8 Q. What would be the primary factor in determining ratepayer eligibility for this

9 program?

10 A.

11

The primary factor  would be the combined gross income of all persons living in the

household.

12

13 Q. How are the Company's gross annual house hold income limits detennined?

14 The Company's proposed income guidelines are based on 150 percent of the federal poverty

15 guidelines.

16

17 Q . What are the draw backs to a low income tariff?

18 All non-participants will subsidize the low income households in the Company's service area.

19

20 Q. How will this be accomplished?

21 Through a separate surcharge on the non-participant's bills identified as a "LOW Income

22 Assistance Charge."

23

24 Q. Was Bella Vista's low income tariff approved in a previous decision?

25 Yes. Bella Vista's low income tariff was approved in Decision No. 72251.

26

A.

A.

A.

A.

A.

I
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1 Q. Did Bella Vista implement the surcharge approved in Decision No. 72251?

2 A. No. Per the Company's response to data request TBH 4.31, Bella Vista to implement the

3

4

surcharge on February 14, 2013 in Docket No. W-20453A-09-0412. The Commission never

processed dis request.

5

6 Q.

7

Did Staff research the unprocessed request discussed above for the implementation of

the surcharge approved in Decision No. 72251?

8 Yes. Commission Staff is currently waiting for Bella Vista to file corrections to rates and

9 charges .

10

11 Q. Was Rio Rico's low income tariff approved in a previous decision?

12 Yes. Rio Rico's low income tariff was approved in Decision No. 72059.

13

14 Q. Did Rio Rico's Decision No. 73996 discuss the low income tariff?

15

16

No. Rio Rico's low income tariff was not required or requested per the ordering paragraphs

in Decision No. 73996. Therefore, the low income tariff should not have been Bled as a

17 compliance item for Rio Rico in this decision. No approval was issued per this decision.

18

19 Q. Are there additional issues with the collection of low income tariffs from ratepayers?

20 Yes. Both Bella Vista and Rio Rico state there is an uncollected balance and Staff is in due

21

22

process of obtaining additional information. Therefore, Staff will address these issues in

Staffs surrebuttal testimony.

23

24 Q. Has Staff completed its review of the documentation?

25 A.

26

No, because of the timing of the receipt of documentation from the Company, Staff was not

provided sufficient time to review the information prior to the filing of its Direct Testimony.

A.

A.

A.

A.

lm
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1

2

Staff will need to review die inforrnadon provided and, in addition, may also need to send

follow-up data requests and may make additional adjustments as warranted.

3

4 What is Staffs recommendation?

5 Staff continues to recomlnend approval of the low income tariff for both Bella Vista and Rio

6 Rico. Staff will address the additional issues raised by the Company in Staffs surrebuttal

7 testimony.

8

9 Does this conclude your Direct Testimony?

10 Yes, it does.

l l  l

A.

Q

A.

Q
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REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

A 8] [C
COMPANY
ORIGINAL

COST

COMPANY
FAIR

VALUE

STAFF
ORIGINAL

COST

STAFF
FAIR

VALUE

1

2

3

4

5

6

7

8

9

10

11

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE / LI)

Required Rate of Return

Required Operating Income (LE * L1)

Operating Income Deficiency (L5 LE)

Gross Revenue Conversion Factor

Required Revenue Increase (L7 * L61

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (0/0)

$13,205,187

$253,574

1.92%

9. 16%

$1,209,727

$956,153

1.6256

$1,554,323

$4,624,730

$6,179,053

33.61 %

$13,205,187

$253,574

1.92%

9.16%

$1,209,727

$956,153

1,6256

$1,554,323

$4,624,730

$6,179,053

33.61%

$11,779,194

$512,191

4.35%

7.55%

$889,329

$377,138

1.6111

$607,597

$4,624,730

$5,232,327

13.14%

$111779,194

$512,191

4.35%

7.55%

$889,329

$377,138

1.6111

$607,597

$4,624,730

$5,232,327

13.14%

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A.15-0367
Test Year December 31, 2014

Schedule TBH-1

References:
Column [A] :
Column [B]1
Column [C]:
Column [D]:

Company Schedule B-1
Company Schedule B-1
Sniff Schedules OCRB, GRCF, TYOI & COC
Staff Schedules OCRB, GRCF, TYOI & COC

ill\\ l II



GROSS REVENUE CONVERSION FACTOR

LINE
no. DESCRIPTION [Al IB] rc1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39
40
41

42

43

44

45

46

47

48

49

50

51

52

53

54

55

56

Qlnzbzlion qfGfv.u Rfrfezwe Cam/mian Farrar:

Revenue

Uncollernible Factor (Line 11)

Revenues (Ll L2)

Combined Federal and State Tax Rate (L17) + Property Tax Factor (L22)
Subtotal (LE 1.4)

Revenue Conversion Factor (Ll  /  LS)

Q1/whiian of Unmllenilzle Factor:
Ur e y

Combined Federal and Stare Tax Rate (L17)

One Minus Combined Income Tax Rate (L7 - L8)

Uncollectible Rate

Uncollectible Factor (LE * L10)

Caln¢d0n QMMw Ta x Rm
Operating Income Before Taxes (Arizona Taxable Income)

Arizona She Income Tax Rate

Federal Taxable Income (L12 L13)
Applicable Federal Income Tax Rate (L44)

Effective Federal Income Tax Rate (L14 * L15)

Combined Federal and State Income Tax Rate lLl3 + Ll6)

Cu/¢14 tian qfafkdivePrapavgv Tax' Funtar

Uni ty

Combined Federal and State Tax Rate (LI7)

One Minus Combined Income Tax Rate (L18 »  L19)

Property Tax Factor (TBH 33, L24)

Effective Property Tax Factor (LZI * L22)

Combined Federal and State Tax and Property Tax Rate d.17 + 122)

Required Operating Income (Schedule TBH 1, LE)

Adjusted Test Year Operating Income (Loss) (Schedule TBH» 18, L40)

Required Increase in Operating Income (L24 L25)

Income Taxes on Recommended Revenue (Col [DL L52)

Income Taxes on Test Ymr Revenue (Col. [B], L52)

Required Increase in Revenue to Provide for IncomeTaxes (L27  L28)

Recommended Revenue Requirement (Schedule TBI-I 1, L10)
Uncollectible Rate (L10)

Uncollectible Expense on Recommended Revenue (124 * L25)

Adjusted Test Year Uncolledble Expense

Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L35)

Property Tax with Recommended Revenue (TBI-I-33, L19)

Property Tax on Test Year Revenue (TBI-I~33, L16)

Increase in Property To Due to Increase in Revenue (TBH 33, L22)

Total Required Increase in Revenue (1.26 + L30 + L34 + L37)

QWW8m qfln/for/lc Tux'

Revenue (Schedule TBH 18, Col.[C], LE & Sch. TBH» 1, CoL [B], L10)
Operating Expenses Excluding Income Taxes
Synchronized Interest (L47)
Arizona Taxable Income (L36 - L37 »  L38)

Arizona State Income Tax Rare

Arizona Income Tax (L39 * LAO)

Federal Taxable Income (L33 - L35)

Federal Tax on First Income Bracket (51 $50,0(]0) @ 15"/

Feden.l Tax on Second Income Bracket ($50,001 - $75,000) @25"/

Federal Tax on Third Income Bracket ($75,001 $100,000) @34° /
Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @59 /

Federal Tax on Fifth Income Bracket ($335,001 -$10,000,000) @34° /

Total Federal Income Tax

Combined Federal and Santa Income Tax (L35 + IAN)

Applicable Fermi Income Tax Rate (CoL [13], L42 Col [8], L42] / [CoL [q, L36 Col [A], Las)

Q W M m qfln¢em1' ,fvnfl/rvnz@1zbn:

Rare Base (Schedule TBH 3, Col. [c], L17)

Weighted Average Cost of Debt (Schedule TBI-I11) COC

Synchronized Interest (IS * IAN)

100.0000%

0.0000%

37.9295 /

STAFF

Recommended

$5,232,327
3,888,100

1 504

10000000/0

37.9295 /

62.0705 /

1.6111

100.0000%

37.2340 /0

62.7660° /

0.0000%

0

100.0000° /o

4.9000%

95.1000%

340000%

32.3340 /6

37.2340%

100.00000/0

372340 /

6Z7660° /
1.1081 /

000695505

s

s

889,329

512,191

$ 377,138

s 223,726

s

454,896

231, 171
s

s

s 5,232,327
0.0000%

s

x 155,730

$148,997

Test Year

$0

s 6,733

s 607,597

$4,624,730

3,881,368
1 504

$ 620,859

4. 9000%
s 1,221,723

4.9000%

s
s

s

30,422

590,437

7,500
6,250

8,500

91,650

86,848

200,748

s

$

s

59,864
1,161,858

7,500

6,250

8,500

91,650

281,132

395,032

s 231,171 s 454,896

$11,779,194

1.04%

34.00%

s 122,504

Liberty Utilities (Bella Vista Water) Corp.

Docket No. W-0246SA-15-0367

Test Year December 31, 2014

Schedule TBH-2

ll l



RATE BASE - ORIGINAL COST/FAIR VALUE

AI
I
l [C

LINE
NO. DESCRIPTION

COMPANY
AS

FILED
STAFF

ADIUSTMENTS REF

STAFF
AS

ADIUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Plant in Service

Less: Accumulated Depreciation
$377612,450

14,375,372

($990,741l
(35,886

1-6

8

9-10

9

11

12

$36,621,709

14,5394486
Net Plant in Service $23,237,078 ($954,855 $22,282,223

1355;

Net Contribution in Aid~of Construction (CIAC)

Advances in Aid of Constriction (AIAC)

Customer Deposits

Customer Security Deposits

Deferred Income Tax Credits

$275,124

9,114,847

408,155

15,077

381,189

$732,865

8,595,621

408,155

15,077

886,602

$457,741

(519,226)

0

0

505,413

Total Deducions $10,194,392 $443,928 $10,638,320

ADD:
Unamortized Finance Charges

Deferred Tax Assets

Allowance for Cash Working Capital

Rounding

1,855

160,647

$0

(1)

0

(27,211)

0

$0

1,855

133,436

$0

(1)

Total Additions $162,501 $27,211 $135,290

I |O ` ` al Cost Rate Base $13,205,187 ($1,425,993 $11,779,194

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W.-2465A-15-0367
Test Year December 31, 2014

Schedule TBH-3

REFERENCES:
Column [A]: Company Schedule B-1

Column [B]: Schedule TBH-4

Column [C]: Column [A] + Column [B]

\ll l



LINE
NO.

ACCT.
no. DESCRIPTION

A I 1 fG1

COMPANY
ASFILED

Allocated Corporate
Plant

ADI No. 1

Plant
Reclassifications

AD] No. 2

Plant
Adiusunents
ADI No. 3

Unsupported
Plant

ADI No. 4

PTY Plan:
Adjustment
AD] No. 5

INDOH
Adustment
ADI No. 6

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
ZN
24
25
26
27
28

ZN
30
31
32
33
34
35
36
37
38
39
40
41
42
43

44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68

Services
Meters 8: Meter Installations

PL ANT IN .FERT/TCE:
301 Organization Costs
302 Franchise Costs
303 Land & Land Rights
304 Structures 8: Improvements
305 Collecting 8: Impounding Reservoirs
307 Wells 8: Springs
309 Raw Water Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 Water Treatment Equipment

320.1 Water T eat rent Plants
320.2 Solutions 8: Feeders
320.3 Arsenic Remediation Plant
330 Distribution Reservoirs 8: Standpipes

330.1 Storage Tank
330.2 Pressure Tanks
331 Transmission 8: Distribution Mains
333
334
335
336
339
340

340.1
341
342
343
344
345
346
34?

34?. 1
348

Hydrants
Backflow Prevention Devices
Other Plant 8: Misc. Equip .
Office Furniture 8: Fixtures
Computer 8: Software
Transportation Equipment
Store Equipment
Tools 8: Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Miscellaneous Equipment - CNG Plant
Other Intangibles
Rounding

$0
98,989

688,011
4,235,497

105,644
1,692,408

431050
195,696

3,195,156
117,674

0
0
0

3,195,343
0
0

14,654,450
2,173,490
1,959,945
1,151,007

0
189,235
281,034
166,002
519,513

0
314,385

3,285
101,250
892,339
66;722

0
155,378

<2

Ref: s h TBI-I-5 R E; Sch TBH 6 Ref: Sch TBI-I-7 Ref: Sch TBI-I-8 Ref: Sch TBH-9 Ref: Sch TBI-I-10

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0

(43,287)
(58,831)

0
0
0
0
0
0
0
0

10;118
0
0
0
0
0
0
0
0

(37,996)
37,996

0
0
0
0
0
0

(442,442)
442,442

0
0

so
0
O

(4,445)
0

12,291
2,180

0
55,334

1,206
0
0
0
0
0
0

30,076
52,357
39,259
1,328

0
0

(2,137)
1,775

34,453
0

5,794
0
0

3,490
0

8,140
0
0

$0
0
0

(164,173)
0
0
0

(561)
(3,739)

0
0
0
0
0
0
0

(43)
0

(100,149)
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0

(291>
0
0

(255)
(113)

0
0
0
0
0
0
0

<2,149)
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
(4,077)

0
(201,221)

0
(10,031)
(21,504)

0
(108,234)

(6,344)
0
0
0

(31,739)
0
0

(80,403)
(88,879)
(64,087)
(11,891)

0
(6,348)
(1,463)

(36,183)
(16,254)

0
(31,622)

(221)
(5,162)

(24,380)
(8,140)

(38,110)
(179)

0
SUBTOTAL

A1i,OCATED CORPORATE PIANT:
903 Land & Land Rights
904 Stmcmres 8: Improvements
940 Office Furniture & Fixmres

940.1 Computer & Software
Rounding

37,180,601

$20,738
225,059
24,473

161,580

<1>

$0

(15,852)
(139,208)

3,774
23,547

0

0
0
0
0
0

$0 241,102

0
0
0
0
0

(268,664l

0
0
0
0
0

(2,808)

0
0
0
0
0

<796,449>.

0
0
0
0
0

SUBTOTAL

Gross Utility Plant in Service
Less: Accumulated D reci t ion

$431,849

$37,61L450
14,375,372

$ (127,739)

($127,739)
0

so
0

$0

$241,102
0

so

($268,664)
0

$0

(52808)
0

$0

($796,449)
0

$0

Net Urilitv Plant in Service (L45 . L46 $23,237,078 (5127,739 $0 $241,102 268,664 s 808 ($796,449

DEDUCTIONS
Contributions in Aid of Construction (GIAC)
Less: Accumulated Amortization

Net CMC (L50 L51)
Advances in Aid of Construction (AIAC)
Customer Meter Deposits
Customer Security Deposts
Deferred Income Tax Credits

$579,988
304,864

$0
0

$0
0

$0
0

$0
0

s o
0

$0
0

$275,124
9,114,847

408,155
15,077

381,189

$0
0
0
0
0

$0
0
0
0
0

$0
0
0
0
0

$0
0
0
0
0

$0
0
0
0
0

$0
0
0
0
0

Total Deductions $10,194,392 $0 50 s o s o so 50

ADDITIONS:
Unamortized Finance Charges
Prepayments
Allowance for Cash Working Capital
Intentional Left Blank

$0
1,855

160,647
0

$0
0
0
0

$0
0
0
0

$0
0
0
0

$0
0
0
0

$0
0
0
0

$0
0
0
0

Total Additions $162,502 $0 $0 $0 $0 $0 $0

Roundup; (81 0 0 0 0 0 0

ORIGINAL COST RATE BASE 513,205,187 {$127,739 $0 $241,102 l$268,664 ($2,808 ($796,449..'...--.
I

.....=-

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December31, 2014

Schedule TBH-4
Page 1 of 2

I I SUMMARY OF ORIGINAL COST RATE 1¥AsE ADJUSTMENTS



LINE
NO.

ACCT.
NO. DESCRIPTION

M m m [lo [L] III [N] row

Retirement
Adjustment
AD] No. 7

Accumulated
Depreciation
ADI No. 8

AIAC KO CIAC
Conversion
AD] No. 9

CIAC &
Amortiz. OfCIAC

AD] No. 10
ADI T

ADJ No. 11

W/orkin8
Capital

ADI No. 12

Intentionally
Left Blank

AD] No. 13
STAFF

ADIUSTED
R ft Sch TEH-11 R f: s hTBI-I-12 Rcfz Sch TBH-13 Ref: Sch TBH-14 Ref: Sch TBH-15 Ref: Sch TBI-I-16 R E: Sch TBH-17

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
4-0
41
42
43

44
45
46
47
48
49
50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66
67
68

PLANT IN .SER T/ICE:
301 Organization Costs
302 Franchise Costs
303 L3I1d & Land Rights
304 Structures & Improvements
305 Collecting 8: Impounding Reservoirs
307 Wells 8: Springs
309 Raw Water Supply Mains
310 Power Generation Equipment
311 Electric Pumping Equipment
320 'Water Treatment Equipment

320.1 Water Treatment Plants
320.2 Solutions 8: Feeders
320.3 Arsenic Remediation Plant
330 Distribution Reservoirs & Standpipes

330.1 Storage Tank
330.2 Pressure Tanks
331 TransmisSion & Distribution Mains
333 Service s
334 Meters 8: Meter Installations
335 I-Iydrants
336 Backflow Prevention Devices
339 Other Plant & Misc. Equip.
340 Office Furniture 8: Fixtures

340. 1 Computer 8: Software
341 Transportation Equipment
342 Store Equipment
343 Tools 8: Work Equipment
344 Laboratory Equipment
345 Power Operated Equipment
346 Communications Equipment
34T Miscellaneous Equipment

347.1 Miscellaneous Equipment - CHG Plant
348 Other Intangibles

Rounding

$0
0
0
0
0
0
0
0

(36,183)
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

so
94,912

688,011
3,822,372

46,813
1,694,377

412,727
195,135

3,10L180
112,423

0
0
0

3,265,722
0
0

14,604,081
2,134,820
1,834,968
1,140,444

0
182,887
259,438
169,591
537 732

0
288,557

3,064
96,088

871,449
212140
412,472
155,199

12
SUBTOTAL

AILOCATED CORPORATE PL4NllP
903 Land & Land Rights
904 Structures & Improvements
940 Office Furniture & Fixtures

940.1 Computer 8: Software
Rounding

(536,183)

0
0
0
0
0

0
0
0
0
0

$0

0
0
0
0
0

$0

0
0
0
0
0

$0

0
0
0
0
0

so

0
0
0
0
0

$0

0
0
0
0
0

$0 36,317,600

4,886
85,851
28,247

185,127
(1

SUBTOTAL

u
Gross Utility Plant in Service
Less: Accumulated D rec i t ion

(536,183)
0

$0

$0
(35,886

$0 $0

so

$0

$0
0

$0

$0

$0

so $0
0

$0 s 304,110

$36,621,709
14,339,486

5  L4 6Net Utile Plant in Service $36,183 $35,886 so $0 $0 $0 $0 $22,281223

DEDUCTIONS
Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CIAC (L50 L51)
Advances in Aid of Constmcdon {AIAC)
Customer Meter Deposits
Customer Security Deposits
Deferred Income Tax Credits

$0
0

$0
0

$519,226
0

(517,772)
43,714

$0
0

$0
0

$0
0

$1,081,442
348,578

$0
0
0
0
0

50
0
0
0
0

$519,226
(519,226)

0
0
0

($61,486)
0
0
0
0

$0
0
0
0

505,413

$0
0
0
0
0

$0
0
0
0
0

$731865
8,595,621

408,155
15,077

886,602
Total Deducions $0 $0 $0 661,486 $505,413 $0 $0 $10,638,320

,4DD1TION.l:
Unamortzized Finance Charges
Preppayments
Allowance for Cash Working Capital
Intentional Left Blank

$0
0
0
0

S0
0
0
0

$0
0
0
0

$0
0
0
0

$0
0
0
0

$0
0

(27,211)
0

$0
0
0
0

$0
1,855

133,436
0

Total Additions $0 $0 $0 $0 $0 ($27 11) $0 $135,291

Rounding 0 0 0 0 0 0 0 (1

ORIGINAL COST RATE BASE (836v183) $35,886 $0 $61,486 <$505,413\ ($27,211) $0 $11,779,194

Liberty Ufimies (Benn Visa Water) Corp.
Dockzl No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-4
Page 2 of 2

I SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS



|RATE BASE ADJUSTMENT NO. 1 - Allocated Co orate Plant

A C
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADJUSTED

1
2

3

4

903
904
940

940.1

Land and Land Rights
Structures and Improvrnents
Office Furniture and Equipment
Computers and Software

$20,738
225,059

24,473

161,580

($15,852)
(139,208)

3,774

23,547

$4,886
85,851

28,247

185,127
5 Total 431,850 (127,739) 304,111

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-5

•

REFERENCES:
Column [A]: Company Schedule B-1
Column [B]: Column [C] less Column [A]

Column [C]: Company Workpapers, Company's response to Staffs DR TBH 5.9, TBH 7.4, TBH 7.5, TBH 2.43, Schedule B~2, Pg 3.3



RATE BASE AD USTMENT no. 2 - Reclassification

A I
I C

LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADJUSTED

1
2
3
4
5
6
7
8
9
10
11
12
13

304
305
307
309
311
330
334
340

340.1
341
347

347.1

Structures & Improvements
Collecting & Impounding Reservoirs
Wells 8: Springs
Raw Water Supply Mains
Electric Pumping Equipment
Distribution Reservoirs & Standpipes
Meters & Meter Insmllations
Office Funliture and Equipment
Computers and Software
Transportation Equipment
Miscellaneous Equipment
Miscellaneous Equipment CNG Plant

$0

0

0

0

0

0

0

0

0

0

0

0

(43,287)

(58,831)

(46,686)

0

46,686

102,118

0

(37,996)

37,996

0

(442,442)

442,442

($43,287)

(58,831)

(46,686)

0

46,686

102,118

0

(37,996)

37,996

0

(442,442)

442,442
Total $0 $0 $0

I I Ill

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0-67
Test Year December 31, 2014

Schedule TBH-6

REFERENCES:
Column [A]:
Column [B]: Company's response to Staffs DR TBH 2.19 BV roll forward, TBH 4.16, RUCO 2.10 PTY Plant and
Testimony
Column [C]: Column [A] + Column [B]

Ill



RATE BASE AD USTMENT no. 3 - Plant Additions

LINE
NO.

ACCT
NO. DESCRIPTION

[A] re [c
COMPANY
AS FILED ADJUSTMENT

STAFF
ADIUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

304
307
309
311
320
331
333
334
335
340

340.1
341
343
346

347.1

Strictures & Improvements
Wells ac Springs
Raw Water Supply Mains
Electric Pumping Equipment
Water Treatment Equipment
Transmission & Distribution Mains
Services
Meters & Meter Installations
Hydrants
Office Furniture and Equipment
Computers and Software
Transportation Equipment
Tools & Work Equipment
Communications Equipment
Miscellaneous Equipment CNG Plant

$0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

(154,445)

12 , 291

2 , 180

55, 334

1,206

30,076

52 , 357

39 , 259

1 , 328

(2,137)

1 ,775

34,453

5 , 794

3 , 490

8,140

($4,4-45)

1 2 , 2 9 1

2 , 180

55, 334

1,206

30 , 076

52,357

39 , 259

1 , 328

(2,137)

1 ,775

34 , 453

5 , 794

3,490

8,140

Total $0 $241,102 $241,102

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-7

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.19, TBH 4.16, PTY RUCO 2.10 and Testimony TBH

ll



RATE BASE AD USTMENT NO. 4 - Unsupported Plant

AL 18 [Cl
LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

4

5

6

304
310
311
331
334

Structures 8: Improvements
Power Generation Equipment
Electric Pumping Equipment
Transmlssion
Meters & Meter Insmllations

$0

0

0

0

0

($164,173)

(561)

(3,739)

(43)
(100,149)

($164,173)
(561)

(3,739)
(43)

(100,149)
Totals $0 ($268,664) ($268,664)

Liberty Utilities (Bella Vista Water) Corp
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedde TBH-8

REFERENCES
Column [A]
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.19, TBH 4.16, PTY RUCO 2.10 and Testimony TBH

I ll



RATE BASE ADJUSTMENT NO. 5 - PTY Removal

[Al IB [C
LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

4

5

307
311
320
333

Wells & Springs
Electric Pumping Equipment
Water Treatment Equipment
Services

$0
0

0

0

(291)
(255)
(113)

(2,149

(291)
(255)
(113)

(2,149
Tom's $0 852,808 $2,808

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0-67
Test Year December 31, 2014

Schedule TBH-9

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.19, TBH 4.16, PTY RUCO 2.10 and Testimony TBH

1



RATE BASE ADJUSTMENT no. 6 - INDOH Removal

A 18 [C
LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADIUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

302
304
307
309
311
320
330
331
333
334
335
339
340

340.1
341
343
344
345
346
347

347.1
348

Franchise Costs
Structures & Improvements
Wells & Springs
Raw Water Supply Mains
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8: Standpipes
Transmission & Distribution Mains

CNG Plant

Services

Meters & Meter Installations
Hydrants
Other Plant & Misc. Equip.
Office Furniture & Fixtures
Computer & Software
Transportation Equipment
Tools & Work Equipment
Laboratory Equipment
Power Operated Equipment
Commumcadons Equipment
Miscellaneous Equipment
M.isce].laneous Equipment
Other Intangibles

$0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

($4,077)
(201,221)
(10,031)
(21,504)

(108,234)
(6,344)

(31,739)
(80,403)
(88,879)
(64,087)
(11,891)
(6,348)
(1,463)

(36,183)
(16,234)
(31,622)

(221)
(5,162)

(24,380)
(8,140)

(38,110)
(179)

($4,077)
(201,221)
(10,031)
(21,504)

(108,234)
(6,344)

(31,739)
(80,403)
(88,879)
(64,087)
(11,891)
(6,348)
(1,463)

(36,183)
(16,234)
(31,622)

(221)
(5,162)

(24,380)
(8,140)

(38,110)
(179)

Total $0 ($796,449) ($796,449

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0_67
Test Year December 31, 2014

Schedule TBH-10

REFERENCES:
Column [Ar
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 4.16, TBH 5.15 and TBH 7.16 and Testimony TBH

I l



RATE BASE ADJUSTMENT NO. 7 - Retirement Adiusmaent

A[ I
l [C

LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADIUSTED

1

2

311 Pumping Equipment $0 $36,183 $36,183
Total $0 ($36,183 ($36,183

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0_67
Test Year December 31, 2014

Schedule TBH-11

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.19, TBH 4.16, TBH 4.27 and Testimony TBH

Ill III la l I



RATE BASE ADJUSTMENT no. 8 - ACCUMULATED DEPRECIATION

A
-

I
I C

LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

Accumulated Depreciation
Total

$144375,372 $35,885 $14,339,486
$14,375,372 $35,886 $14,339,486

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-12

REFERENCES:

Column [A]: Company Schedule B-2

Column [B]: Testimony, Company's Workpapers and Responses to DR responses.

Column [C]: Column [A] + Column [B]

lIHIIIIW



A •
l C

LINE
NO. DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENT

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

AIAC
CIAC

$9,114,847
579,988

($519,226)
$519,226

$8,595,621
1,099,214

Total $9,694,835 $0 $9,694,835

AIAC

Contract

Da te

Expiration
Date Development

2014

Ending

Balance

AIAC

Transferred

tO CIAC
12/20/96

12/20/96

12/12/96

02/17/98

03/12/98

06/21/99

01/11/01

12/18/2006

12/18/2006

12/10/2006

2/15/2008

3/9/2008

6/18/2009

1/9/2011

Wildhorse Well Site

Wild Horse Addt'l Source

City of Sierra Vista - Ball Field

City of Sierra Vista - Piaz Complex

City of Sierra Vista Hydrant Additions

County of Cochise

Campus Dive Busn Park (Lots 1 14)

$234,101

40,000

34,302

33,480

50,000

68,900

58,443

$234,101

40,000

34,302

33,480

50,000

68,900

58,443

Total $519,226 $519,226

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367

Test Year December 31, 2014

Schedule TBH~13

RATE BASE ADJUSTMENT NO. 9 .. AIAC CONVERSION TO CIAC

STAFF
ADIUSTED

I

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, Company's Response to TBH 2.25
Column [C]: Column [A] + Column [B]

I



A I» C
LINE
no.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

DESCRIPTION
COMPANY
AS FILED

STAFF
ADIUSTMENT

STAFF
AD]USTED

CIAC
CIAC Correction from DR 2.24
AIAC Converted to CIAC

$579,988

0

0

$0

(17 772)

$519,226

$579,988

(17,772)

8519,226

Tomi CIAC

Amortization of CIAC
Amortization of CIAC Correction from DR 2.24
Amortization of AIAC Converted to CIAC

$579,988

$304,864

0

0

$501,454

$0

341832

8,882

$1,081,442

$304,864

34,832

8,882

Tonal Amortization of CIAC

Net CIAC

$304,864

$275,124

$43,714

$457,741

$348,578

$732,865

CIAC converted from AIAC
Half year Convention

Amortization Rate

$519,226

0.50

$259,613

3.42%

$8,882

Liberty Utilities (Bella Vista Water
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-14

REFERENCES
Column [A]: Company Schedule B-2
Column [B]: Testimony, Company's Response to TBH 2.25, TBH 2.24
Column [C]: Column [A] + Column [B]



RATE BASE ADJUSTMENT NO. 11 - Accumulated Deferred Income Taxes "ADIT")

[A] VB [C
LINE
no. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADIUSTED

1 ADIT $381,189 $505,413 $886,602

Liberty Util ities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-15

REFERENCES:

Column [A]: Company Schedule B-2

Column [B]: Testimony, Companye's Response DR, Company Schedule B-2 ADJ 5 pages 7.0-7.1

Column [C]: Column [A] + Column [B]



, . Capital_ RATE BASE AD USTMENT no. 12 _ Cash World

Line
HQ.

Desk. i

Proforma
Test Year
AmOUDt1

Revenue

L (lm)
Do

Expense

Lag (Lead)
Do I ,

Net

LB (Lead)
vs Col C Col. D

Lead/lag
Factor

Col. E/365

Cash
Working
Capital

Required
Col. B * Col. F

(A (B (C (D (E) (G

0.12501247
0.05852754
0.03709467
0.19076590
0.12501247
0.0808'7549
0.01745083
0.12501247

.0.07043713
005361521
0.06282069
0.12501247
0.14177960
005550563
0.12501247
0_08087549
0.14769741
0.24726027

(0.46117474)
0.12501247
0.02364261

0.49909923

$0

176

19,839

3,205

0

0

692

0

65,580

2,700

41,483

0

874

5,844

5,697

5,102

20,702

22,607

$ (71,819)

0

10,755

0

s 133836

$0

3,021

534,813

16,800

0

0

39,640

0

931 ,039

50,350

660,334

0

6,162

105,295

45,568

63,090

140,167

91,430

155,730
0

454,896

0

45.63

45.63

45.63

4563

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

45.63

90.25

45.63

45.63

45.63

45.63

$0.00

24.34

32.09

(24.00)

0.00

16.11

39.26

0.00

19.92

26.06

22.70

0.00

(6.12)

25.37

0

16.11

(8.28)

0.00

213.96

0

37.00

(13654)

45.63

21.29

13.54

69.63

45.63

29.52

6.37

45.63

25.71

1957

22.93

45.63

51.75

20.26

45.63

29.52

53.91

90.25

(16833)

45.63

8.63

182.17

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33

OPERATING EXPENSES
Salaries and Wages
Purchased W amer
Purchased Power
Chemicals
Fuel for Power Production
Repairs and Maintenance
Office Supplies and Expense
Outside Services
Contractual Services Professional
Contractual Services Testing
Contractual Services Other
Water Testing
Rents
Transportation
Insurance
Materials and Supplies
Miscellaneous
Interest Expense

TAXES
General Taxes Propertyl
General Taxes Other
Income Tax

OTHER
Regulatory Commission Expense

TOTAL

Cash Working Capital Requirement
Total Working Capital Allowance

WORKING CASH REQUIREMENT
-  - -

Per Co

- -

Per Staff Adjustment

$ 160,647 $ 133,436 $ (27 11

160,647 133,436 27 11

$ 3 988,35

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-16

REFERENCES:
Column [A]: TBH ~19, Application Schedule DOp l
Column [812 Company's Schedule, Financing Application for Interest
Column [C]z Company's Schedule
Column [D]: Company's Schedule
Column [E]: Days Col. C »  Col. D
Column [Fez Col. E/365
Column [G]: Col. B * Col F



RATE BASE AD USTMENT no. 13 .. Intentionally Left Blank

[A IB] C
LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

xlauaix
Total

$0 $0 $0
$0 $0 $0

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-17

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, xxx
Column [C]: Column [A] + Column [B]

_ l l



LINE
no.

ACCT.
NO. DESCRIPTION

[A]
COMPANY
ADJUSTED
TEST YEAR
AS FILED

[B]

STAFF
TEST YEAR

ADIUSTMENTS
ADJ
no.

[C]
STAFF

TEST YEAR
AS

ADIUSTED

[D]

STAFF
RECOMMENDED

CHANGES

[E]

STAFF
RECOMMENDED1

2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

RE VENUES.~
461 Metered Water Sales

460 Water Sales Unmetered

474 Other OperatingRevenue

$4,530,252

0

94,478

$0
0

0

$4,530,252

0

94>478

$607,597
0
0

$5,137,849

0

94,478|Total Operate Revenues $4,624,730 $0 $4,624,730 $607,597 $5.232327

OPERATINGEXPENSE&¢
601 Salaries & Wages

610 Purchased Water

615 Purchased Power

618 Chemicals

620 Repalrs & Maintenance

621 Ofice Supplies & Expense

630 Outside services

634/632 Contractual Services - Professional
635 Contractual Services - Testing
636 Contractual Services Other
635 Water Testing
641 Rents
650 Transportation Expense
657 Insurance
666 Regulatory Commission Expense
620 Materials and Supplies
675 Miscellaneous Expense
403 Depreciation Expense
408 Taxes Other than Income

408.11 Property Taxes
409 Income Tax

Rounding

$0

3,021

534,813

16,800

0

39,640

0

1,209,810

89,695

673,384

0

6,162

105,295

45,568

52,111

63,090

152,340

1,175,263

0

148,997

55,166

1

$0

0

0

0

0

0

0

(278,771)

(39,345)
(13,050)

0
0
0
0
0
0

(12,173)
(91,282)

0
(0)

176,005

1 8

9 10

3  4

9

13

14

15

80
3,021

534,813

16,800

0

39,640

0

931,039

50,350

660,334

0

6,162

105,295

45,568

52,111

63,090

140,167

1,083,981

0

148,997

231,171

1

$0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

6,733

223,726

(1>

$0

3,021

534,813

16,800

0

39,640

0

931,039

50,350

660,334

0

6,162

105,295

45,568

52,111

63,090

140,167

1,083,981

0

155,730

454,896

0
ExpensesTotal Opera I I I $4,371,156 $258,61 $4,112,539 $230,457 $4,542,997

$253,574 $258,617 $512,191 $577,139 $889,330
IOperating Income ss

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-18

I SPERXT INE1NCBME'STATIEMErT1T - £D_[U§TEn"rEsT l yBA1i  AND sTAi=1= 1U§CONZMENTJED-

REFERENCES:
Column [A]: Company Schedule C-1 (TAB IS~ADJ)
Column [B]: Schedule TBH~19
Column [C]: Column [A] + Column [B]
Column [D]: Schedules TBH-25 and TBH-2
Column [E]: Column [C] + Column [D]
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1OPERATING INCOME AD USTMENT no. 1 - Co orate Allocations - LUC, APUC, LUC-LABS

[A rB [Cl
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractual Service Professional APUC, LUC, LABS
abbr and Non-Labor Allocations) TBH 5.1a

$188,758
0

($119,160) $69,598

0

Total $188,758 ($119,160) $69,598

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-20

REFERENCES:

Column [A]: Company Schedule C-2, Company's Responses to DR's TBH 2.7, TBI-I 4.2, TBH 5.1
Column [B]: Column [C] less Column [A]
Column [CI: Testimony TBH

I Ill



A C
LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractrual Services Professional $0 ($136,916) ($136,916)

Total Revenues $0 $136,916 $136,916

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-0Z465A-15-0367
Test Year December 31, 2014

Schedule TBH-21

OPERATING INCOME ADJUSTMENT no. 2 - Contractual Services - Professional LU 8020

REFERENCES:
Column [A]:
Column [B]: Column [C] less Column [A]
Column [C]; Testimony TBH, Company's supplemental response to TBH 2.7

I

ill

I



IOPERATING INCOME ADJUSTMENT NO. 3 - Co orate Cost Labor Reclassification

[A] IB [C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractrual Services - Professional
Contractrual Services - Other

$0

0

($127,755>
127,755

($127,755)

127,755
Tool Revenues $0 $0 $0

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-22

REFERENCES:
Column [A]:
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 5.1, TBH 2.28 and TBH 2.27

ll_lllll l I



OPERATING INCOME ADJUSTMENT NO. 4 - Corporate Cost Adjustment - Labor Increase

A l
I C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

1
2
3

Contractual Services - Professional

Contractual Services Other
$45,496

35,364

($32,247)

(13,050

$13,249

22,314
Total $80,860 $45,29 $35,563

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-23

STAFF
RECOMMENDED

REFERENCES:
Column [A]: Company Schedule C-2 & Workpapers
Column 181: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 5.1 and TBH 2.27



OPERATING INCOME ADJUSTMENT NO. 5 - Intentionally Left Blank

[Al r81 C

LINE
NO. DESCRIPHQN

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECQMMENDED

1

2

3

XXXXXX $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-24

REFERENCES:
Column [A]: Company Schedde C-2 & Workpapers
Column [B]: Testimony TBH
Column [C]: Column [A] + Column [B]



|OPERATING INCOME ADJUSTMENT NO. 6 - Co orate Cost Adjustment - HRIS Capital Labor

A C
LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1 Contractrual Services Professional included in HRIS Corporate Plant $0 ($6,146) ($6,146>

Total $0 $6,146 $6,146

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-25

REFERENCES:
Column [A]:
Column [B1: Testimony TBH, Company's response to TBH 5.9, TBH 7.4 and 7.5

Column [C]: Column [A] + Column [B]

I



OPERATING INCOME ADIUSTMENT no. 7 - Incentive Pay

A I
I C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Services Professlonal Services $0

0
($34,867)

0
(134,867)

0
Total $0 ($34,86 ($34,86

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0-67
Test Year December 31, 2014

Sch€dl11€ TBH-26

REFERENCES:
Column [A]:
Column 181: Testimony TBH, Company's response to RUCO 2.04 and TBH 2.34a

Column [C]: Column [A] + Column [B]

_-l11l I



OPERATTNG 1Nc6ME AD §TMENT no. 8 - Contractual Service - Professional - 1NDOH

A l C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Services Professional Services $0

0

$50,566

0

$50,566

0

Total- 0 50,566 50,566

I I

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

REFERENCES:
Column [A]:
Column [B]: Testimony TBH, Company's supplemental response to TBH 2.7
Column [C]: Column [A] + Column [B]

I'll



OPERATING INCOME AD STMENT NO. 9 - Miscellaneous Expenses Reclass

IA »I C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Miscellaneous Expenses

Contractual Services
$152,340

89,695

($12>173)
12,173

$140,167
101,868

Total $242,035 $0 $242,035

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Sghgdule TBH-28

REFERENCES:
Column IA]: Company Schedule C-2 & Workpapers
Column [B]: Testimony TBH, Workpapers
Column [C]: Column [A] + Column [B]

m l N  l



OPERATING INCOME AD STMENT no. 10 - Contractual Services - Testing

A IB CI
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Servlces - Testing (Adjusted) $101,868 ($51,518) $50,350

Total $101,868 (1$51,518 $50,350

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Sch€dlllc TBH-29

REFERENCES:
Column [A]: Company Schedule C-2 & Workpapers
Column [B]: Testimony TBH, Staffs Engineering Report and Testimony
Column [C]: Column [A] + Column [B]

1111-11 II



OPERATING INCOME AD STMENT NO. 11 - Intentionally Left Blade

IA I
l [C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

XXXXXXX $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0-67
Test Year December 31, 2014

Schedule TBH-30

REFERENCES:

Column [AL: Company Schedule C-2 & Workpapers

Column [811 Testimony TBH

Column [CI: Column [A] + Column [B]



OPERATING INCOME AD STMENT NO. 12 - Intentions Left Blank

[A] re C
LINE
NO . DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
REC OMMENDED

1

2

3

xxxmuoz $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Sch€dll1c TBH-31

REFERENCES:
Column [A]: Company Schedule C-2 & Workpapers
Column [B]: Testimony TBH
Column [C]: Column [A] + Column [B]

ll



A I

Line
No.

ACCT
NO. DESCRIPTION

GROSS UTILITY
PLANT IN SERVICE

FULLY/NON
DEPRECIABLE

DEPRECIABLE
PLANT

DEPREC.
RATE EXPENSE

Plant In Service

301
302
303
304
305
307
309
310
311
320
320. 1
320.2
330
330.1
330.2
331
333
334
335
336
339
340
340. 1
341
342
343
344
345
346
347
347. 1
348

Organization Cost
Franchise Costs
Land & Land Rights
Structures & Improvements
Collecting & Impounding Reservoirs
Wells & Springs
Raw Vlfater Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment

Water Treatment Plants
Solutions & Feeders

Distribution Reservoirs 8: Standpipes
Storage Tank
Pressure Tanks

Transmission 8: Distribution Mains
Services
Meters & Meter Installations
Hydrants
Backflow Prevention De\nces
Other Plant & Misc. Equip.
Office Furniture & Fixtures
Computer & Software
Transportation Equipment
Store Equipment
Tools & Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Miscellaneous Equipment CNG Plant
Other Intangibles

Subtotal General

Corporate Plant
903 Land at Land Rights
904 Structures & Improvements
940 Office Furniture & Fixtures
940.1 Computer & Software

Subtotal Corporate

Total

$0
94,912

688,011
182,372

46,813
1,694,377

412,727
195,135

3,102,180
112,423

0
0

3265,122
0
0

14,604,081
2,134,820
1,834,968
1,140,444

0
182,887
239,438
169,591
537,732

0
288,557

3,064
96,088

871,449
212,140
412,472
155,199

$0
94,912

688,011
0
0
0
0
0

2,080,541

j Q
0
0

0
0
0
0

1,163,804
0
0
0

144,107
159,658
190,940

0
107,417

0
0
0

101,418
0
0

$0

(0)
0

3,822,372
46,813

1,694,377
412,727
195,135

1,021,639

:;1l2,4i*3 I
0

3,265,722
0
0

14,604,081
2,134,820

671,164
1,140,444

0
182,887

95,331
9,933

346,792
0

181,14-0
3,064

96,088
871,449
110,722
412,472
155,199

0.000 o
0.00%
0.00%
3350 o
2.50%
3.33%
200%
5.00%

1250%
3.33%
3.33%

20.00%

Q 22"/=
22.20 o
5.000 D
2.00°  0
3.33%
88330 0
2.00%
6670 o
6.67°  o
6.67%

20.00%
20.00%

4.00%
5.00%

10.00°  0
5.00%

10.00%
10.000 o

3.33%
10.00%

$0
0
0

127,400
1 170

56,474
8,255
9,757

127,705
3,747

0
0

72,5715
0
0

292,082
71,160
55,930
22,809

0
12,199
6,359
1,987

69,358
0

9,057
306

4,804
87,145
11,072
13,748
15,520

$36 17,602 $4,730,808 $31,586,794 $ 1,080,613

4,886
85,851
28,247

185,127

4,886
0
0

7,030

0
85,851
28,247

178,096

0.00%
3.33%
6.67%

20.00%

0
2,861
1,884

35,619

292,195 $40,365$304,111 $11,916

$36,621,712 $4,742,724 $311878,989 $1,120,978

$1,0814442
0
0

$1,081,442
334210/0
36,997 $368997

Cont1ibution(s) in Aid of Construction (Gross)
Less: Non Amortizable Cont1:ibution(s)

Fully Amortized Cont1ibution(s)
Amortizable Comribution(s)
Times: Su1ff Proposed Amortization Rate
Amortization of CIAC

Less: Amortization of Contributions

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32

33
34
35
36

37
38
39
40
41
42
43
44
45
46
47
48
49
50
51

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-32

OPERATING INCOME ADIUSTMENT no. 13 . DEPRECIATION EXPENSE

$1,083,981
1,175,263
($91,282)

Staff Recommended Depreciation Expense
Company Proposed Depreciation Expense
Increase/(Decrease) to Depreciation Expense

I

I

REFERENCES:
Column [A]: Schedule TBH-4
Column [B]: From Column [A]
Column [C]: Column [A] - Column [B]
Column [D]: Engineering Staff Report
Column [E]: Column [C] x Column UD]

I



OPERATING INCOME ADJUSTMENT NO. 14 - PROPERTY TAXES

[A I

LINE
NO. DESCRIPTION

STAFF
AS ADIUSTED

STAFF
RECOMMENDED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
23
24

Staff Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line 8)
Plus: 10% of CWIP

Less: Net Book Value of Licensed Vehicles
Full Cash Value ALine 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate - Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Sniff Test Year Adjustment (Line 16 - Line 17)
Property Tax - Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Due to Increase in Revenue Requirement

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Property Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$4,6247730
2

$4,624,730
2

$9,249,460
4,624,730

$9,249,460
5,232,327

$13,874,190

3
$144481,787

3

$4,624,730
2

$4,827,262

2
$9,249,460

0
285,294

$9,654,524

0
285,294

$8,964,166
18.00%

$9,369,230
18.00%

$1,613,550
9.23410%

$1,686,461

9.23410%

$148,997
148,997

$155,730
148,997

$0

$6,733

$6,733

$607,597

1.108092° /o

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0367
Test Year December 31, 2014

Schedule TBH-33

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Line 19 - Line 20
Line 23: Schedule TBH-1

mu II



OPERATING INCOME AD USTMENT no. 15 - INCOME TAX EXPENSE

IA rB [C
LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1 Income Tax Expense $55,166 $176,005 $231,171

2 Total $55,166 $176,005 $231,171

Liberty Utilities (Bella Vista Water) Corp.
Docket No. W-02465A-15-0-67
Test Year December 31, 2014

Schedde TBH-34

REFERENCES:

Column [A]: Company Schedule C-2

Column [B].~ Testimony TBH

Column [C]: Column [A] + Column [B]



Liberty Utilities (Rio Rico Water & Sewer) Corp.
Sewer Division

Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedules

_IIII



REVENUE REQUIREMENT

LINE
NO. DESCRIPTION

[A]
COMPANY

FAIR
VALUE

[B]
STAFF
FAIR

VALUE

1

2

3

4

5

6

7

8

9

10

11

12

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE / Ll)

Required Rate of Return

Required Operating Income (L4 * L1)

Operating Income Deficiency (LE L2)

Gross Revenue Conversion Factor

Required Revenue Increase (L7 * L6)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + L9)

Required Increase in Revenue (Vol

Rate of Return on Common Equity (%)

$5,355,381

$320,976

5.99%

8.60%

$460,616

$139,640

1.6210

$226,351

$1,478,323

$1,704,674

15.31%

10.70%

$4,905,082

$382,687

7. 80%

7.55%

$370,334

($12,354)

1.6210

($20,025)

$1,478,323

151,458,298

-1.35%

10.70%

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-1

REFERENCES:
Column [A]: Company Schedule B-1

Column [B]: Staff Schedules OCRB, GRCF, TYOI & COC

lllll



LINE
N . DESCRIPTION

[A] [B] [C]

1
2

3
4
5
6
7

8
9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45
46
47
48
49

50
51
52
53
54
55
56
57
58
59
60
61
62
63
64
65
66

67
68
69
70
71
72
73
74

Calmhztion ¢fGa1rr Rzvevzuc CvnuenionFar art

Revenue

Uncolledble Factor (Line 13)
Revenues (Ll - LE)
Combined Federal and State Income Tax and Property Tax Rate (L29)
Subrocad (LE LE)
Revenue Conversion Factor (L l  /  Ls)

Cnl¢1¢M1ovz gr UnnrllerNilw/e Fader:

Unity

Combined Federal and State Tax Rate (L21)
One Minus Combined Income Tax Rate (LE - L10)
Uncollectible Rate
Uncollectible Factor (Ll1 L i z)

Calmlanimz nr"El%r2'i1/: Tax Rate:
Operating Income Before Taxes (Arizona Taxable Income)

Arizona State Income Tax Rate
Federal Taxable Income (L16 L17)
Applicable Federal Income Tax Rate (L69)
EffeWve Federal Income Tax Rate (L18 L19)
Combined Federal and State Income Tax Rate (L17 + L20)

C4414/ation 0t'Ej2dil&Ptvave'!r TaxFader
Unity
Combined Federal and State Income Tax Rate (1.21)
One Minus Combined Income Tax Rate (L24 L25)
Property Tax Factor (I`BH-27, L21)
Effective Property Tax Factor (L26 * L27)
Combined Federal and State Income Tax and Property Tax Rate (L21 + L28)

Required Operating Income (Schedule TBI-I~1, Line 5)
Adjusted Test Year Operating Income (Loss) (Schedule TBH 14, L3Z)
Required Increase in Operating Income (L31 - L?t2')

Income Taxes on Recommended Revenue (Col. [C], L66)
Income Taxes on Test Year Revenue (Col. [A], L66)
Required Increase in Revenue to Prodded for Income Taxes (L35 »  L36)

Recommended Revenue Requirement (Schedule TBI-I-1, L10)
Uncollectible Rate (L12)
Uncolllectible Expense on Recommended Revenue (L39 * L40)
Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncollectible Exp. (L41 - I.A2)

Property Tax with Recommended Revenue (TBH 27, Col [BL L16)
Property Tax on Test Year Revenue (FBH,Z7, Col [A], L16)
Increase in Property Tax Due to Increase in Revenue (IAN - IAN)

Tow Required Increase in Revenue (L33 + L37 + L43 + I.A7)

Caulzuladonoflnawne Tmr
Revenue (Schedule TBI-I» 14, Col. [C], LE & Sch. TBH-1, Col. [D] L10)
Operating Expenses Exdudin8 Income Taxes
Synchronized Interest (L69)
Arizona Taxable Income (L53 L54 L55)
Arizona State Income Tax Rate

Arizona Income Tax (L56 * L57)
Federal Taxable Income (L56 - I58)
Federal Tax on First Income Bracket ($1 - $50,G(]0) @ 15 /
Fade al Tax on Second Income Bracket ($50,001 - $75,0(]0) @ 25 /
Federal Tax on Third Income Bracket ($75,001 - $100,000) @344
Federal Tax on Fourth Income Bracket $100,001 - $335,000) @39° /
Federal Tax on Fifth Income Bracket $335,001 -$100000,000) @34 /
Total Federal Income Tax
Combined Federal and State Income Tax (L58 + MU)

Effective Tax Rate (CoL [q, L40 Col. [A], u60> / (Col. [CL L59 Col. [AL, 1.59)

Calm/ation q/Inf¢rerl .Y_vnr//mni:>'_a¢'1bn:

Rate Base (Sdzedde TBH 3, Col. sq, L17)

Weighted Average Cost at' Debt (Schedule TBH» 17, Col. [F L1 + L2)
Synchronized Interest (IJ67 * MS)

100. 0000%

37.2340"/0

0.0000"b
100.()000"/,

38.3081 /
61.6919/
1.620957

1000000%
37.2340%
62.7660 /
0. 0000%
0.0000%

100.0000°  I)/
4. 9000%

95.1000%
54.0000%
32.3340%

100.0000%
37.2341°  0
62.7660*/
1.7112"/

1.0741 /

$370,334
382,687

($1L354)

$2,091

(25,640)

$0

383081 /

Staff
Recommended

$1,458,298

873,242
51,013

$198,846
196,755

$1,458,298
0.0000° o/

$0
$0

$50,101
75,741

Test
Year

$1,478,323

898,882
51,013

$359035

($20,025)

(25,640)

$528,429
4.9000%

25,893

$534,044
4.9000%

26,168
$502,536

7,500
6,150
8,500

91,650
56,962

170,862

$507,875
7,500
6,250
8,500

91,650
58,778

172,678
$196,755 $198,846

-

/
$4,905,082

L04000 0

1 1

34.00000 0/

$51,013

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docks No. WS-02676A-.5-0368
Test Year December 31, 2014

Sdxeduk TBH-2

I GROSS REVENU-E conv élRs lon  FACTOR

III

I



RATE BASE - ORIGINAL COST/FAIR VALUE

A I
I [c

LINE
NO. DESCRIPTION

COMPANY
AS

FILED
STAFF

ADIUSTMENTS
ADJ.
NO.

STAFF
AS

ADJUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Plant in Service

Less: Accumulated Depreciation
$14,636,654

5,903,755
($558,659)

9,013

1-5

6

7

8

$14,077,995

5,912,768
Net Plant in Service $8,732,899 ($567,672 $8,165,227

I.E5s..

Contributions in Aid of Construction (CIAC)
Less: Accumulated Amortization

Net CLAC

Advances in Aid of Construction (ALAC)

Customer Deposits

Deferred Income Tax Credits

$5,112,247

2,935,215
$0

0

$5,112,247

2,935,215
$2,177,032

$529,379

$683,150

350

$0

$0

$0

($104,114)

$2,177,032

$529,379

$579,036

$0

Total Deductions 3,389,561 104,114 3,285,447

ADD:

Deferred Regulatory Assets

Cash Working Capital

Prepayments
11,300

743

$0

13,259

0

$0

24,559

743

$0

Total Additions 12,043 13,259 25,302

Original Cost Rate Base $5,355,381 ($450,299 $4,905,082

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-3

REFERENCES:
Column IA], Company Schedule B-1
Column [B]: Schedule TBH-4
Column [C]: Column [A] + Column [B]

l l
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|RATE BASE ADJUSTMENT NO. 1 - Allocated Co orate Plant and Accumulated Depreciation

A IB C
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

4

5
6

903
904
940

940.1

Land and Land Rights
Structures & Improvements
Ofice Furniture and Equipment
Computers and Software

$5,880

63,809

6,939

45,811

($4,680)
(42,727)

(0)
(351)

1,200

21,082

6,939

45,460

Total $47,758 $74,681

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-5

R E FE R E N C E S:

Column [A]: Company Schedule B-1

Column [B]: Column [C] less Column [A]

Column [C]: Company Workpapers, Company's response to Staffs DR TBH 5.9, TBH 7.4, TBH 7.5, TBH 2.43,
Schedule B-2, Pg 3.3



RATE BASE ADJUSTMENT no. 2 - Reclassification

A I
I C

LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

4

5

6

7

8

9

10

11

12

354

371

390

390.1

389

391

354

371

I

Structures Sewer
Pumping Equipment Sewer

Office
Computers
Other Sewer Plant & Equipment
Trans oration Equipment

$0

0

0

0

0

0

(189,417)
(304,005)
(38,226)
38,226
(6,205)
6,205

(189,417)

(304,005)

(38,226)

38,226

(6,205)

6,205
Total Reclass .- Sewer $0 $493,425 $493,422`

$0

0

Total to Rio Rico .. Water

Structures Water
Pumping Equipment Water

189,417

304,005
189,417

304,005
Total Reclass - Water $0 $493,422 $493,422

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-.5-0368
Test Year December 31, 2014

Schedule TBH-6

REFERENCES:
CollJ1I]1l [Ay

Column [B]: Company's response to Staffs DR TBH 2.20, TBH 4.15, RUCO 2.10 PTY Plant and Testimony
Column [C]: Column [A] + Column [B]



RATE BASE ADJUSTMENT NO. 3 - Plant Additions

A RB lo
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

3

4

5
6

354

363

371

393

Structures & Improvements
Customer Services
Pumping Equipment
Tools & Work Equipment

$0

0

0

0

$47,491

850

19,464

370

$47,491

850

19,464

370
Total $0 $68,175 $68,178

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-7

REFERENCES:
Column [A]:
Column [B] > Col [C] less Col [A]
Column [C]: Company's response to Sniffs DR 2.20, TBH 4.15, PTY RUCO 2.10 and Testimony TBH



RATE BASE ADJUSTMENI no. 4 - UIlSUPPOftCd Plant

A I
I ac

LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

354

394

Structures & Improvements
Laborato Equipment

$0

0

($14,369)

(2,14

($14,369)

(2,14

Tom's $0 ($16,516) $16,516

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-8

REFERENCES:
Column [A]=
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.20, TBH 4.15, PTY RUCO 2.10 and Testimony TBH



RATE BASE ADJUSTMENT NO. 5 - INDOH Removal

A I
I C

LINE
NO.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2
3
4
5
6
7
8
9
10
11
12

354
361
363
371
380
381
390
391
393
394
395
396

Structures & Improvements
W/ells & Springs
Raw Water Supply Mains
Electric Pumping Equipment
Water Treatment Equipment
Distribution Reservoirs 8: Standpipes
Transmission & Distribution Mains
Services
Meters & Meter Installations
Hydrants
Other Plant & la/Lisc. Equip.

Office Furniture & Fixtures

$0

0

0

0

0

0

0

0

0

0

0

0

($17,555)
(5,012)
(6,795)

(22,077)
(3,296)

(610)
(5,369)

(563)
(1,980)

(357)
(5,512)

<11

($17,555)
(5,012)
(6,795)

(22,077)
(3,296)

(610)
(5,369)

(563)
(1,980)

(357)
(5,512)

(11
Total $0 $69,138 $69,138

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Sghedulg TBH-9

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 4.17, TBH 6.15 and TBH 7.16 and Testimony TBH



RATE BASE ADJUSTMENT no. 6 - ACCUMULATED DEPRECIATION

A I
l C

LINE
no.

ACCT.
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

Accumulated Depreclation $5,9037755 $9,013 $5,912,768
Total $5,903,755 $9,013 $5,912,768

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-0Z676A-15-0368
Test Year December 31, 2014

Schedule TBH-10

REFERENCES:

Column [A]: Company Schedule B-2

Column [B]: Testimony, Company's Workpapers and Responses to DR responses.

Column [C]: Column [A] + Column [B]

lllllllll



RATE BASE ADIUSTMENT NO. 7 - Accumulated Deferred Income Taxes "ADIT"

A »
» C

LINE
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1 ADIT $683,150 ($104,114) $579,036

Liberty Util ities (Rio Rico Water  & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-11

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, xxx
Column [C]: Column [A] + Column [B]



RATE BASE ADJUSTMENT no. 8 - WORKING CAPITXL -

Line
No.

Description

Proforma

Test Year

Amounts

Revenue

Lag (Lead)

Days

Expense

Lag (Lead)

Days

Net

Lag (Lem)
Divs Col. C - Col. D I

Lead/Lag

Factor

C 1. E/365

Cash

Working

Capital

Required

Col. B * Col. F

A I l G

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

OPERATING EXPENSES
Salaries and Wages

Purchased Wastewater Treatment

Sludge Removal

Purchased Power

Fuel for Power Production

Chemicals

Materials and Supplies

Contractual Services » Professional

Contractual Services Testing

Contractual Services - Odder

Office Supplies and Expense

Rents

Transportation

Insurance

Miscellaneous

Interest Expense

TAXES

General Taxes-Properly1
General Taxes Other
Income Taxi

OTHER

Regulatory Commission Expense

TOTAL

Cash Working Capital Requirement
Required Bank Balances
Prepayment
Total \working Capital Allowance

$0
112,810

0

67,788

0

6,030

7,433

134,975

405

150,950

1,916

3,379

10,899

7,991

45,814

53,515

50,101

0
198,846

0

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

47.96

90.25

47.96
47.96

47.96

47.96

47.96

18.14

47.96

13.00

47.96

44.05

30.82

27.97

39.46

25.49

1.75

1.75

27.18

230.46

(64.10)

90.25

(16600)

47.96

10.96

184.50

$0.00

29.82

0.00

34.96

0.00

3.91

17.14

19.99

8.50

22.47

46.21

46.21

20.78

(18250)

112.06

0.00

213.96

0
37.00

(13654)

0.13139726

0.04969863

0.13139726

003561644

0.13139726

0.12068493

008443836

0.07663014

0.10810959

0.06983562

0.00479452

0.00479452

0.07446575

0.63139726

(0.17561644)

0.24726027

(0.45478995)
0.13139726

0.03002740

0.50548402

$0
5,607

0

2,414

0

728

628

10,343

44

10,542

9

16

812

5,045

(8,046)

13,232

($22,786)

0

5,971

0

15 24,559WORKING CASH REQUIREMENT

AdjustmentPer Co Per Staff
24,559$ 11,300 $

0
0

35
0
0

13,257
0
0

11,300 24,559 13,259

$ 852,853

Liberty Utilities (Rio Rico Water & Sewer) Corp. _ Sewer Division

Docket No. WS-02676A-15-0368

Test Year December 31, 2014

Schedule TBH-12

REFERENCES:

Column [A]: TBH -15, Application Schedule D2 pl
Column [B]: Company's Schedule, Financing Application for Interest

Column [CI: Company's Schedule

Column [D]: Company's Schedule
Column [E]: Days Col. C - Col. D

Column [F]: Col. E/365
Column [G]: Col. B * Col. F



RATE BASE ADJUSTMENT no. 9 - Intentionally Left Blank

A »I C
LINE
NO .

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

XXXXXX $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water 8; Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-13

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony, TBH
Column [C]: Column [A] + Column [B]

II



A |
l C I rEl

LINE
NO. DESCRIPTION

COMPANY
AD]USTED
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADIUSTMENTS
ADJ-
NO.

STAFF
TEST YEAR

AS
ADIUSTED

STAFF
RECOMMENDED

CHANGES
STAFF

RECOMMENDED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

RE VENUES:
Flat Rate Revenue
Measured Revenues
Misc Revenues

Total Operating Revenues

OPERATINGEXPENXEI:
Salaries and Wages
Purchased Wastewater Treatment

Sludge Removal
Purchased Power
Fuel for Power Production

Chemicals
Materials and Supplies
Contracturad Services - Professional
Contractural Sevices _ Testing
Contractural Services Other
Office Supplies and Expenses

Rents
Transportation
Insurance
Regulatory Commission Expense
Miscellaneous
Depreciation
Taxes other Dian Income
Property Taxes
Income Taxes
Rounding
Total Operating Expenses

Operating Income (Loss)

$1,470,855
0

7,468
0

$1,478,323

$0
3,811

0
67,788

0
6,030
7,433

167,347
4-05

260,568
1,916
3,379

10,899
7,991

14,717
45,814

326,172
0

75,741
157,337

(ll
$1,157,347

$0
0
0
0

$1,470,855
0

7,468
0

($20,025>
0
0
0

$1,450,830
0

7,468
0

$1,458,298

$0
112,810

0
67,788

0
6,030
7,433

134,975
405

150,950
1,916
3,379

10,899
7,991

14,717
45,814

258,033
0

50,101
198,846

(1

$1,478,323

$0
112,810

0
67,788

0
6,030
7,433

134,975
405

150,950
1,916
3,379

10,899
7,991

14,717
45,814

258,033
0

75,741
196,755

(1

($20,025)

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

(25,640)
2,091

0

$0

$0
108,999

0
0
0
0
0

(32,372)
0

(109,618)
0
0
0
0
0
0

(68,139)
0
0

39,418
0

9

1,2,4,6 8

4, 9

10

11

12

$1,072,087$1,095,636 ($23,549)($61,711)

$320,976 $61,711 $382,687 $3,524 $386,212

Liberty Utilities (Rio Rico Water 8: Sewer) Corp.. Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31. 2014

Schedule TBH-14

OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

References
Column [A]: Company Schedule C-1
Column [B]: Schedule TBH-13
Column [C]: Column [A] + Column [B]
Column [Dy Schedules TBH-1 and TBH-2
Column [E]: Column [C] + Column [D]
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|OPERATING INCOME ADJUSTMENT no. 2 - Co orate All0cati0ns - Luc, APUC, LUC-LABS

A C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractual Service Professional APUC, LUC, LABS
(Labor and Non Labor Allocations) TBH 6.1a

$43,687

0

($26,596>

0

$517,091
0

Tomi $43>687 ($26,596l $17,091

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-16

REFERENCES:
Column [A]: Company Schedule C-2, Conlpany's Responses to DR's TBH 2.7, TBH 4.2, TBH 6,1
Column [BI-_ Column [C] less Column [A]
Column [C]: Testimony TBH



OPERATING INCOME ADJUSTMENT no. 2 .. Contractual Services _ Professional LU 8020

A RB ac
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADjUSTMENT

STAFF
RECOMMENDED

1

2

3

Contracttual Services - Professional $0 ($7,313) (157,313)

Total Revenues $0 $7,313 $7,313

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Sghedme TBH-17

REFERENCES:
Column [A]:
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 2.7



OPERATING INCOME ADJUSTMENT NO. 3 - Intentions Left Blank

IA I
I C

LINE
NO. DESCRIPTICN

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

XXXXXXX $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water 8c Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Sch€dll.l€ TBH-18

REFERENCES:

Column [A]: Company Schedule C-2,

Column [B]: Testimony TBH

Column [C]: Column [A] + Column 1131, IsAdj2



OPERATING INCOME ADJUSTMENT NO. 4 - Co orate Cost Adjustment - Labor IncreaseI

[A VB ac
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractual Services - Professio

Contractual Services Other
$4,065
1,296

(35309)

( 6 1 8

- $3,356
678

Tomi $5,361 $ 1 , 4 5 - $3,9§1

I I

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-19

REFERENCES:
Column [A]: Company Schedule C-2 & Workpapers
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 6.1 and TBH 2.27



OPERATING INCOME ADJUSTMENT no. 5 - Intentions Left Blank

A I
I C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
REC OMMENDED

1

2

3

xlaacacx $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-20

REFERENCES:

Column [A]: Company Schedule C-2

Column 1B1: Testimony TBH

Column [C]: Column [A] + Column [13], IsAdj2



IOPERATING INCOME ADIUSTMENT NO. 6 - Co orate Cost Adjustment - HRIS Capital Labor

A [B ac
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADjUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractrual Servlces - Professional
included in HRIS Corporate Plant $0 ($1,509) ($1,509)

0

Total $0 (111,509) ($1,509

Liberty Util ities (Rio Rico Water  & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schcdlllc TBH-21

REFERENCES:
Column [A]:
Column [B]: Testimony TBI-I, Company's response to TBH 5.9, TBH 7.4 and 7.5
Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT NO. 7 - Incentive Pay

A RB C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Services Professional Services $0

0

(588,562)
0

($8,562)

0
Total $0 $8,562 ($8,562

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-22

REFERENCES:
Column [A]:
Column [`B]: Testimony TBH, Company's response to RUCO 2.4 and TBH 2.35a

Column [C]: Column [A] + Column [B]

Ill



OPERATING INCOME ADIUSTMENT NO. 8 - Contractual Services - Professional INDOH

A l
I C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECQMMENDED

1

2

3

Contractual Services - Professlonal Services $0

0

$12,417

0

$12,417

0
Total $0 $12,417 $12,417

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBI-I-23

REFERENCES:
Column [A]:
Column [BI: Testimony TBH, Company's supplemental response to TBH 2.7

Column [C]: Column [A] + Column [B]



OPERATING INCOME ADJUSTMENT NO. 9 - Purchased Waterwater Treatment

A C

LINE
NO I DESCRIPTION

COMPANY
AS FILED

STAFF
ADJUSTMENTS

Col C - Col A)
STAFF

AS ADJUSTED
1

2

3

Purchased Wastewater Treatment

Contractural Services - Other
$0

0

$108,999

(108,999

(S5108,999)
$108,999

Total $0 $0 $0

Liberty Utilities (Rio Rico Water 8c Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-24

REFERENCES:
Column [Ay
Column [B]: Column [C] less Column [A]

Column [C]: Testimony TBH, Company's General Ledger

\II



OPERATING INCOME AD USTMENT no. 10 - Intentionally Left Blank

fA C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECQMMENDED

1

2

3

XXXXXX $0 $0 $0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-25

REFERENCES:
Column [A]: Company Schedule C-2
Column [B]: Testimony TBH
Column [C]: Column [A] + Column [5], IsAdj2

l-ll



Al 18 C I

LINE
no.

ACCT
no. DESCRIPTION

PLANe In
SERVICE
Per Staff

NonDq:lreciable
or Fully Depreciated

PLANT

DEPRECIABLE
PLANT

(Col A . Col B)
DEPRECIATION

RATE

DEPRECIATION
EXPENSE

(Col C x Col D)
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39

40

41

42

43

44

45

46

47

48

351
352
353
354
355
360
361
362
363
364
365
370
371
380
381
382
389
390

390.1
391
393
394
395
396
398
398.1

903
904
940
940.1

Organization
Franchises
Land and Land Rights
Structures and Improvements
Power Generation Equipment
Collection Sewer Forced
Collection Sewers Gravity
Special Collecting Structures
Customer Services
Flow Measuring Deuces
Flow Measuring Installations
Receiving Wells
Effluent Pumping Equipment
Treatmart and Disposal Equipment
Plant Sewers
Outfall SewerLines
Other Sewer Plant & Equipment
Office Furniture & Equipment
Computers and Software
Transportation Equipment
Tools, Shop & Garage Equipment
Libratory Equipment
Power Operated Equipment
Communication Equipment
Other Tangible Plant
Nogales wixuv

Subtod Plant

Corporate Plant
land and Land Rights
Smicnrres and Improvements
Office Furniture & Equipment
Computers and Software

Subtotal Corporate Plant

Total Plant

$5,785

417

7,545

314,042

0

636,023

6,694,927

0

1,280,567

65,412

0

867,120

445,200

979,098

14,752

0

57,171

99,143

42,251

5,759

18,347

3,648

24,435

6,046

3,913

2,431 717

$5,785

417

7,545

0

0

0

0

0

0

65,412

0

0

0

0

0

0

57,171

0

4,025

0

5,139

0

0

6,046

3,913

0

$0

0

0

314,042

0

636,023

6,694,927

0

1,280,567

0

0

867,120

445,200

979,098

14,752

0

0

99,143

38,226

5,759

13,208

3,648

24,435

0

0

2,431,717

0.00%

0.00%

0.00%

3.33%

5.00%

2.00° 0

2.00° 0

2.00%

2.00%

10.00%

10.00%

3.33%

12.50%

5.00%

5.00%

3.33%

6.67%

6.67°/

20.00%

20.000 0

5.00%

10.000/

5.00%

10.00%

10.00°/

4.72" 0

$0

0

0

10,458

0

12,720

133,899

0

25,611

0

0

28,875

55,650

48,955

738

0

0

6,613

7,645

1,152

660

365

1,222
0

0

114,777

$14,003,317 $155,453 $11,416,147 $449,339

1,200

21,082

6,939

45,460

1200

1726

(0>
21,082

6,939

43,734

0.00%

3. 33%

6. 67%

20.00° 0

0

702

463

8,747

74,681 2,926 71,755 9,912

14,077,997 158,379 11,487,902 459 51

3.94%

35,112,247

$201,218

Composite Depreciation Rate (Dept Exp / Depreciable Plant):
CIAC:

Amortization of CLAC (Line 25 x Line 26):

Depreciation Expense Before Amortization of CIAC:
Less Amortization of CIAC:

TestYearDepreciation Expense - Staff:
Depreciation Expense Company:

Staffs Total Adjustment:

$459,251

201,218

$258,033

326,172

(s68,139)_

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBI-I-26

I OPERATING INCOME ADJUSTMENT no. 11 . DEPRECIATION EXPENSE ON TEST YEAR PLANT

REFERENQE8
Col\lII1!1 [A]: Schedule TBH-4
Column [B]: From Column [A]
Column [C]: Column[A]-Column[B]
Column [̀ D]:EngineeringStaff Report
Column [E]: Column [C] x Column [D]

-ll Ill I Ill I
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OPERATING INCOME ADJUSTMENT no. 12 - PROPERTitlT'Xi)ZES

LINE
NO. Tax CalculationProve

STAFF
AS ADJUSTED

STAFF
RECOMMENDED

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15

16
17

18

19
20
21

22
23
24

Sniff Adjusted Test Year Revenues
Weight Factor
Subtotal (Line 1 * Line 2)
Staff Recommended Revenue, Per Schedule CSB-1
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Mudlplier
Revenue Base Value ALine 7 * Line 8)
Plus: 10% of CWIP -
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate (Per Company Schedule C 2, Page 3, Line 15)

Staff Test Year Adjusted Property Tax (Line 14 * Line 15)
Company Proposed Property Tax

Sniff Test Year Adjustment (Line 16 Line 17)

Property Tax Staff Recommended Revenue (Line 14 * Line 15)
Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase in Property Tax Expense Due to Increase in Revenue Requirement

Increase to Property Tax Expense
Increase in Revenue Requirement
Increase to Property Tax per Dollar Increase in Revenue (Line19/Line 20)

$1,478,323

2

351,478,323

2

$2,956,646

1,478,323

$4,434,969

3

$1,478,323

2

$2,956,646

0

5,844

$2,950,802

18.0%

$531,144

14.26000/0

$2,956,646

(20,025)

$2,936,621

3

$978,874

2

$1,957,748

0

5,844

$1,951,904

18.0%

$351,343

14.2600°/0

$75,741

75,741

$50,101

75,741

$25,640

$0

$0

($25,640)

(1,498,3488

1.7112%

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-27
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OPERATING INCOME AD USTMENT no. 1.3 - INCOME TAX EXPENSE

A |
I C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Income Tax Expense $157,337 $39,418 $196,755

Total $157,337 $39,418 $196,755

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Sewer Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-28

REFERENCES:
Column [A]: Company Schedule C-2
Column [B]: Testimony TBH
Column [C]: Column [A] + Column [B]



Liberty Utilities (Rio Rico Water & Sewer) Corp.
Water Division

Docket No. WS-02676A-15-0368

Test Year December 31, 2014
Schedules

Illll



REVENUEREQUIREMENT

LINE
NO. DESCRIPTION

[A IB [C
COMPANY
ORIGINAL

COST

COIWPANY
FAIR

VALUE

STAFF
ORIGINAL

COST

STAFF
FAIR

VALUE

1

2

3

4

5

6

7

8

9

10

11

Adjusted Rate Base

Adjusted Operating Income (Loss)

Current Rate of Return (LE / Ll)

Required Rate of Return

Required Operating Income (L4 * Ll)

Operating Income Deficiency (L5 L2)

Gross Revenue Conversion Factor

Required Revenue Increase (L7 * L6)

Adjusted Test Year Revenue

Proposed Annual Revenue (L8 + LE)

Required Increase in Revenue (%)

$8,861,632

$340,290

3.84%

8.60%

$762,189

$421,899

1.6209

$683,856

$3,032,792

$3,716,648

22.55%

$8,861,632

$340,290

3.84%

8.60%

$762,189

$421,899

1.6209

$683,856

$3,032,792

$3,716,648

22.55%

$9,266,140

$445,254

4.81%

7.55%

$699,594

$254,340

1.6211

$412,298

$3,032,792

$3,445,090

13.59%

$9,266,140

$445,254

4.81%

7.55%

$699,594

$254,340

1.6211

$412,298

$3,032,792

$3,445,090

13.59%

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A.15_0368
Test Year December 31, 2014

Schedule TBI-I-1

References:
Column [A]:
Column [B]:
Column [C]:
Column [D]:

Company Schedule B-1
Company Schedule B-1
Staff Schedules OCRB, GRCF, TYOI & COC
Staff Schedules OCRB, GRCF, TYOI & COC



Gif REVENUE convERs1on 1=Ac'roR

LINE
no. DESCRIPTION W IB] III

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

38

39
40
41
42

43

44

45

46

47

48
49

50

51

52

53

54

55

56

Ca/:uhtian afGf0.[{ Rzwuwe Cwwenion Fartan

Revenue
Uncolledble Factor (Line 11)
Revenues (Ll 12)
Combined Federal and State Tax Rate (L17) + Property To Factor (L22)

Subtotal (LE LE)

Revenue Convers ion Factor (L l /  Ls)

Ca/414/aabnof Univ!/mi/1/e Fuflar:

Uni ty
Combined Federal and State Tax Rate (L17)

One Minus Combined Income Tax Rare (L7 - LB)

Uncollectible Rate

Uncollectible Factor (LE * L10)

Cake/adon qr'Efl2dive Tax Rae
Operating Income Before Taxes (Arizona Taxable Income)

Arizona Stare Income Tax Rate
Federal Taxable Income (LIZ - L13)

Applicable Federal Income Tax Rate (L44)
Effective Federal Income Tax Rate (L14 L15)

Combined Federal and Slate Income Tax Rate (L13 + L16)

Cull/adon or'Q%4iue Pfnpzrp Tax Faflar

Uni ty
Combined Federal and Snare Tax Rate (L17)

One Minus Combined Income Tax Rate (L18 »  L19)

Property Tax Factor (I'BH~27, 124)

Effective Property Tax Factor (L21 * LZ2)
Combined Federal and Stare Tax and Property Tax Rate (L17 + L22)

Required Operating Income (Schedule TBH 1, LE)

Adjusted Test Yar Operating Income (Loss) (Schedule TBH 14, L32)

Required Increase in Operating Income (L24 L25)

L28)

Income Taxes on Recommended Revenue (CoL [13], L52)

Income Taxes on Test Year Revenue (Col. [8], L52)

Required Increase in Revenue to Provide for Income Taxes (L27

Recommended Revenue Requirement (Schedule TBH 1, L10)

Uncollectible Rate (L10)
Unco1\ec1ible Expense on Recommended Revenue (L24 * L25)

Adjusted Test Year Uncollectible Expense
Required Increase in Revenue to Provide for Uncol1ectib\e Exp. {L32 L33)

Property Tax with Recommended Revenue (FBI-I-27, L19)

Properly Tax on Test Ymr Revenue (TBH-18, L16)
Increase in Properly Tax Due to Increase in Revenue (TBH 18, 122)

Total Required Increase in Revenue (L26 + L30 + L34 + L37)

Caln4har»n 0/Income Tax'

Revenue (Schedule TBH 14, Col.[C], LE & Sch, TBH» 1, Col. [BL L10)

Operating Expenses Excluding Income Taxes

Synchronized Interest (L47)
Arizona Taxable Income (L36 - L37 L38)

Arizona State Income Tax Rate

Arizona Income Tax (159 x IAO)

Federal Taxable Income (L33 - L55)
Federal Tax on First Income Bracket (St $50,000) @15° /

Federal Tax on Second Income Bracket ($50,001 - $75,000) @25%

Federal Tax on Third Income Bracket ($75,001 $100,000) @34 /

Federal Tax on Fourth Income Bracket ($100,001 - $335,000) @39° /
Federal Tax on Fifth Income Bracket ($335,001 ¥10,000,000) @34 /

Total Federal Income Tax

Combined Federal and State Income Tax (L35 + IAN)

Applicable Fed ml Income Tax Rare (Col. [13], LA2 CoL [BL LA21 / [CoL [q, L36 CoL IA], Last

(Mloukzzionor'Int¢m1.l̀ vn:}Jwni:>uN0n:
Rare Base (Schedule TBH_3, Col. [q, Liv)
warmed Average Cost of Debi lscheauk TBH4)

Synchronized Interest (LAW * IAN)

/100.0000°  o

0.00000/0

3883117 /o

STAFF

Recommended

$3,445,090
2,439,562

96,368

100.0000%

38.3117/0

61.6883 /

1.6211

100.0000%

37.2340%

62.7660%

0.00000/v

0

100.0000%

4.9000%

95.1000%

34.00000/,

32.5540%

37.2340%

1000000%

372340%

62.7660%

1 .7170%

1.07772 /o

s
x

699,594

445,254

s 254,340

131,552al

s

$

$

338,517

206,965

s 3,445,090

0.0000%

s

s
s

162,137
155,057

Test Year

$0

s 7,079

s 392,971

$3,032,792

$2,380,574
96,368

s 909,161

4.9000%
s 555,850

490(](]%

s
s

s

44,549

864,612

7,500

6,250

8,500
91,650

180,068

293,968

s
s

s

27,257

528,613

7,500

6,250

8,500

91,650

65,829

179,729
338,517$s 206,965

34,00%

$9,266,140

1_040 o

s 96,368

Liberty Utilities (Rio Rico Water & Sewer) Corp.. Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014



RATE BASE - ORIGINAL COST/FAIR VALUE

IA re IC]

LINE
NO . DESCRIPTION

COMPANY
AS

FILED
STAFF

ADIUSTMENTS
ADJ.
NO.

STAFF
AS

ADJUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

Plant in Service

Less: Accumulated Depreciation
$37,384,533

16,309,712
$534,303

(47,061

1-4

6

7

8

$37,918,836

16,262,651
Net Plant in Service $21 ,074,821 $581,364 $21,656,185

LEM.-

Net Contribution m Aid of Construction (CIAC)

Advances in Aid of Construction (ALAC)

Customer Deposits

Deferred Income Tax Credits

$9,873,760

976,558

332,034

1,121,537

$9,873,760

976,558

332,034

1,269,352

0

0

147,815

$0

Total Deductions $12,303,889 $147,815 $12,451,704

ADD:
Unamortized Finance Charges

Deferred Tax Assets

Allowance for Working Capital

$1,508

0

89,192

0

(29,041)

$0 $1,508

0

60,151

Total Additions $90,700 $29,041 $61,659

Original Cost Rate Base $8,861,632 $404,508 $9,266,140

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-0Z676A-15-0368
Test Year December 31, 2014

Schedule TBH-3

REFERENCES:

Column [A]: Company Schedule B-1

Column 1`B1: Schedule TBH-4

Column [C]: Column [A] + Column [B]



LINE
NO.

ACCT.
NO. DILQCRIPHON

IA] [Bl I 1FI [G] m q

COMPANY
AS FILED

Allclrratad
Corporal: Plant

ADI N . 1
Rcclassi§cation

ADI N 2

Plant
Adj street
AD] No. 3

INDOH
Adj sbncnt
AD]No. 4

Intents ally
Leftglmk
ADIN .5

Accumulated
Depreciation
ADINo. 6

.ADIT
ADTN .7

Wodghng
Capital

ADI No. 8

Inf:ntnomlly

Left Blank
ADI N  .9

STAFF
ADIUSTED

1
2
3
4

5
s
7
s
9

10
11
12
13
14
15
16
17
18

19
ZN
21

22
23
24
25

26
27
28
29

30

31
32

53
34

35
36
37
38

39
40
41

42
43
44
45
46
47
48

49
so
51
so
53

54

IN .SJEKT/ICEPL4 N T
301
302
303
304
307
309

310
311
320

320.1
320.2
330

330 1
330.2
331
333
334
335
336
339
340

34011
341
342
343
344
345
346
347
348

Qltgaanization Co ts
Franchise Co t

Land 8: Land Rights
Sum Lure 8: Improvements
Wells 8: Springs

Raw W' t Supply Mains
Power Generation Equipment

Electric Pumping Equipment
W la Tie tent
W to: The uncut Plant
Solutio s 84 Feeders

Distrib tie Reserv 1.rs 8: Standpipes
Storage Tank
P es are Tanks

Transmission ac Distrib son Mains
Servic
Met is my; tar Installation
Hydrant
Bzclkflow Prevention D vice
Other Plant ac la/Esc. Equip.
O$cc F mature :Sc Fixtures
Comp tar 8: Softwar
Transport son Equipment

Store Equipment
Tools 8: Work
Laboratory Equipment
P war Operated Equip re t
Community sons Equipment
Miscellaneous
Oth Lntsngilalcs

Ro cling

$5,785

41?
45,968

3,030,713
505,898
272,502
219,360

1,952,570

369,996
92

4,975
759,320

1,066
144

22,759,460
4,034,788
1,696,383

635,868
15,855

123,778
115,867
76,919

141,853
0

97,663
3,061

0
218,183

5,427
0

2

Rel Sch I8H5 R=ESc]1TBH4 Ref Sch T839 Rd? Sch TBH-8 Rel? Sch TBH-9 R=ESr:hTBH 10 Ret? Sch TBI-I-11 Ref So: TBH12 res Sch TEH.13

$0
0
O

0
0

0
0
0

0
0
0
0
0
O
O
0
O

0
0
0
0
0

0
0
0
0
0
0
0
0

0

$0
0
0

109,643

0
0
0

304,005

0
0
0
0
0
0
0
0
0
0
0
0

(82,050)
82,050

0
0

(5,148)
0
0

84,921
0
0

0

so
0
0

45,025

0
0

0
64,952

0
0
0
0
0
0

56,155
420,369
45,411

1,138
0
0
0

1,800
0
0

8,117
0
0
0
0
0

0

W
0
0

(96)
(42,214)

(1)
0

(81257)

(199)
0
0

(98)
O
0

(28,577)
(241,760)
(63,159)
<3,575)

0
0

(11962)
o

38

0

(13,341)
0
0

(57.2)
0
0

0

w
O
0

0
0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0

0

so
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
o
0

0
0
0
0
0

o

w
0
0
0
0
0

0
0
0
0
0
0
0
o
0
0
0

0
0
0

0
0

0
0

0
0
0
0
0
0

0

so
0
0
0

0
0
0
0

0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0

0

so
0

0
0
0
0
0

0
0
0
0
0
0
0
g
0
0
0
0
0
0
0
0
0
0

0
0
O

0
0

0

$5,785
417

45,968
3,185,285

463,684
272,501
219,360

2,240,269
369,797

92
4,975

759,222
1,066

144
22,787,038
4,213,397
1,678,635

633,431
15,855

123,778
19,855

160,769
141,891

0
87,286

3,061
0

302,583
5,427

0

2SUBTOTAL

.4l l .0cATED CORPORATE PLANT?
903 Land 81LandRJ.1ts
904 Structures 84. Imp: cements

940 O$l:eFumiturc8: Fixtulzcs
940.1 Comp tar 8: Softwsnwe

R ending

37,093,913

13,956
151,457
16470

108737
0

0

(11,108)
(101,417)

(0)
(832)

0

493,422

0
0
0
0
0

642967

0
0

0
0
0

(4ss,728)

0
0

0
0
0

0

0
0
0
0
0

0

0
0

0
0
0

0

0
0
0
0
0

0

0
0
0
0
0

0

0
0

0
0
0

37,741,573

2,848
50,040
16,470

107,905

0SUBTOTAL

Geo Utility Plant in Service
Le Accumulator D nedatioI

290,620

$37,384,533
16309712

(113,357)

($113,35?)
0

0

$493,422
0

0

$642,967

0

O

(548,728)
0

0

w
0

0

w
(47 061

0

$0
0

0

w
0

0

w
0

177,263

$37,918,836
16 262 651Net Utflitv Plant m Service 39 - L40} $113.35 93 422 $642 967 $488728 so $47061 I xo so $21 656 185

DEnrJ€TTr>nr
Contnb son in Aid of Construction (GAS)

Le . Accumulated Amortize ten

N tCIAC (L42 - L43)
Advunacs m Aid of Constmctio (AIAC)
Customer M t D posits
Deferred Income TaxCredits

$20,261,911
10.388151

so
0

$0
0

$0
0

w
0

so
0

$0
0

so
0

so
0

$0
0

$20,261,911
10388.151

$9,373,760
976,558
332,034

1121537

so
0
0
0

w
0
0
0

so
0
0
0

so
0
0
0

so
0
0
0

so
0
0
0

so
O
0

147815

so
0
0
o

$0
0
0
0

$9,873,760
976,558
332,034

1 269 352T rel Deductzions a l So $0 so I $147 s15 so so sly 451 704

ADDITIONS:
Prepslids
Def :red Tax A t
.Allowance f Woddng Capital
Intentionally Left Blank

$1,508
0

89,192

0

$0
0
O
0

so
0
0
0

$0
0
o
0

w
D
0
0

so
0
0
0

w
0
0
0

so
0
O
0

so
0

(29,041)

0

so
0
0
0

$1,508
0

60151
0Total Addition $90,700 w w I w w I I (829041 so $61 659

ORIGINAL COST RATE BASE $8,861632 M13,3s7) $493422 $642,967 ($488,728 $0 $47061 $147,815 829041 w $9266,140

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Water Division
Docket No. ws-0zs76A.15_0368
Test Year December 31, 2014

Schedule THH-4

I SUMMARY OF ORIGINAL COST_RATE BASE ADIUSTMENTS
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\RATE BASE AD STMENT NO. 1 - Allocated Co orate Plant

[A] [B] [C]
LINE
no.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

4

5
6

903
904
940

940.1

Land and Land Rights
Strictures & Improvements
Office Furniture and Equipment
Computers and Software

$13,956

151,457

16,470

108>737

($11:108)

(101,417)

(0)
(832)

2,848

50,040

16,470

107,905

Total $290>620 ($113,357) $177,263

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-5

REFERENCES:

Column [A]: Company Schedule B-1

Column [B]: Column [C] less Column [A]
Column [C]: Company Workpapers, Company's response to Staffs DR TBH 5.9, TBH 7.4, TBH 7.5, TBH 2.43, Schedule B-2, Pg

3.3



RATE BASE ADJUSTMENT NO. 2 - Reclassification

|
IIA C

LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADIUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

304

311

333

340

340.1

343

346

Structures - Water

Pumping Equipment

Services

Off ice

Computers

Tools, Shop 8: Garage Equipment

Communication Equipment

$0

0

0

0

0

0

0

$109,643

304,005

0

(82,050)

82,050

(5,148)

84,921

$109,643
304,005

0
(82,050)
82,050
(5,148)
84,921

Total Reclass Water

Total from Rio Rico - Sewer

354 Structures Sewer

371 Pumping Equipment - Sewer

$0 $493,422 $493,422

$0

0

(189,417)

(304,005

(189,417)

(304,005
Total Reclass Sewer $0 $493,422 ($493,422

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02677A-15-0368
Test Year December 31, 2014

Schedule TBH-6

REFERENCES:
Column [A]:
Column [B]: Company's response to Staffs DR TBH 2.19 TBH 4.14, RUCO 2.10 PTY Plant and Testimony
Column [C]: Column [A] + Column [B]

\IIIIIIl



RATE BASE ADJUSTMENT NO. 3 - Plant Additions

[A]
|
I [Cl

LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADJUSTED

1

2

3

4

5

6

7

8

9

304
311
331
333
334
335

340.1
343

Structures & Improvements
Pumping Equipment
Transmission & Distribution Mains
Services
Meters 8>c Meter Installations
Hydrants
Computer & Software
Tools & Work Equipment

$0

0

0

0

0

0

0

0

$45,025

64,952

56,155

420,369

45,411

1,138

1,800

8,117

$45,025

64,952

56,155

420,369

45,411

1,138

1,800

8,117
Total $0 $642,967 $642,967

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-7

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]
Column [C]: Company's response to Staffs DR 2.19, TBH 4.14, PTY RUCO 2.10 and Testimony TBH



RATE BASE AD USTMENT no. 4 - INDOH Removal

[Al rB [Cl
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADIUSTMENT

STAFF
ADIUSTED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

303

304

307

311

320

330

331

333

334

335

340

341

343

346

Land and Land Rights

Stnicmres 8: Improvements

Wells & Springs

Electric Pumping Equipment

Water Treatment Equipment

Distribution Reservoirs & Standpipes

Transmission & Distribution Mains

Services

Meters & Meter Installations

Hydrants

Office Furniture and Equipment
Transportation Equipment
Tools & Work Equipment
Communications Equipment

$0

0

0

0

0

0

0

0

0

0

0

0

0

0

(3196)
(42,214)

(1)
(81,257)

(199)
(98)

(28,577)
(241,760)
(63,159)
(3,575)

(13,962)
38

(13,347)
(522)

($96)
(42,214)

(1)
(81,257)

(199)
(98)

(28,577)
(241,760)
(63,159)
(3,575)

(13,962)
38

(13,347)
(522)

Tool $0 $488,728 ($488,728

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-8

REFERENCES:
Column [A]:
Column [B] , Col [C] less Col [A]

Column [C]: Company's response to Staffs DR 4.17, TBH 6.15 andTBH 7.16 and Testimony TBH

l l l



RATE BASE AD USTMENT NO. 5 - Intentions Left Blank

A ft ac
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

3

xxxx $0

0

$0

0

$0

0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water 8c Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-9

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony TBH
Column [C]: Column [A] + Column [B]

1-II-1l-_1llllll_in II Ill\ l



RATE BASE ADJUSTMENT no. 6 .. ACCUMULATED DEPRECIATION

[A] r81 IC]
LINE
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
ADJUSTED

1

2

Accumulated Depreciation $16,309,712 ($477061 $16,262,651
Total $16,309,712 ($47,061) $16,262,651

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-10

REFERENCES:
Column [A]: Company Schedule B-2

Column [B]: Testimony, Company's Workpapers and Responses to DR responses.

Column [C]: Column [A] + Column [B]

la



RATE BASE ADJUSTMENT NO. 7 - Accumulated Deferred Income Taxes ("ADIT")

[A] [B] [C]
LINE
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
AD]USTED

1 ADIT $1,121,537 $147,815 $1,269,352

Liberty Util i ties (Rio Rico Water  & Sewer) Corp. - Water  Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-11

REFERENCES:

Column IA]: Company Schedule B-2

Column [B]: Testimony, Companye's Response DR, Company Schedule B-2 ADJ 5 pages 7.0-7.1

Column [C]: Column [A] + Column [B]



Line
HQ.

Do$Qtiption

Proforma

Test Year

AmQmnL'

Revenue

128 (L¢,d)
D a ys

Expense

L13 (1824)
D a ys I 1 Iu

N e t

L a g  ( L e w
vs l. C . l

Lead/Lag
Factor

Col. E / 3 6 5

Cash

Working

Capital

Required

Col. B * CQL F

( A ) (C)(B) l (G)

1
2
3
4
5
6
7
8
g
10
11
12
13
14
15
16
17
18
19
20
21
2 2
23
2 4
2 5
2 6
27
28
29
30
31
3 2
33

O P E R A T ING  E X P E NS F S

Salaries and Wages

Purchased Water

Purchased Power

Chemicals

Fuel for Power Production

Repairs and Maintenance

Office Supplies and Expense

Outside Services

Contractual Services Professional

Contractual Services Testing

Contmcmal Serv ices Other

Water Testing

Rents

Transportation

Ills\l.l'lllcc

Materials and Supplies

Miscellaneous

Interest Expense

T A X E S
G e n Taxes Property'
General Taxes Other
Income Taxi

O T H I E R
Regulatory Commission Expense

T O T A L

Cash Working Capital Requirement

Tod Working Capital Allowance

$0
69,895

324,148
4,602

0
0

34,071
0

437,429
39,413

496,873

0
4,169

60,352
27,865
29,680
61,392

117,367

214,045
0

338,517

0

47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
47.96
90.25

47.96
47.96
47.96

47.96

s0.00
27.48

29.04

0.42

0.00
32.84

38.69

0.00
20.03

28.21

22.20

0.00
(540)
28.43

(18250)

32.84

31 .38

0.00

213.96
0.00

37.00

( 13654)

47.96

20.48

18.92

47.54

47.96

15.12

9.27

47.96

27.93

19.75

25.76

47.96

53.36

19.53

230.46

15. 12

16.58

9 0 2 5

( 16600)
47.96
10.96

184.50

0. 13139726
005610959
0.05183562
0. 13024658
0.13139726
0.04142466
002539726
0.13139726
007652055
0.05410959
0.07057534

0.13139726
0. 14619178
0.0535%8S
0.63139726
0.04142466
0.04S42466
024726027

(0.45478995)
0.13139726
003002740

050548402

s o

3,922

16,802

599

0

0

865

0

33,472

2,133

35,067

0

609

3,229

17,594

1,229

2,789

29,020

s (97,345)

0

10,165

0

w o R 1 a n G  C A S H  R E Q U I R E M E N Ts 2,259,818

Per Staf fPer Co Adiusonem
s s $89,192 60,151 29,041

89,192 60,151 29,041

Liberty  Uti l i t ies  (Rio Rico Water & Sewer) Corp.  -  Water Div is ion
Do c ke t  No .  WS-02676A- I5-0368
Test Year December 31,  2014

Sc he du le  TBH-12

R A T E  B A S E  A D ] U s T 1mz n 1=n o .  8  -  C a s h  Wo rki n g  C a p i t a l

s 60.151

I

RE F E RE NCE S :

Column [A]: TBH -15, Application Schedule D2 pl

Column [B]: Company's Schedule, Financing Application for Interest

Column [Coz Company's Schedule

Column [D]: Company's Schedule

Column [E]: Days Col. C - CoL D

Colure  [F ] :  Co l E /365

Cdunln [G]: col,  B * Col F



RATE BASE AD USTMENT no. 9 - Intentions Levi Blank

IA [B] ac
LINE
NO.

ACCT
NO. DESCRIPTION

COMPANY
AS FILED ADJUSTMENT

STAFF
AD]USTED

1

2

3

XKXX $0

0

$0

0

$0

0

Tomi $0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-026'76A-15-0368
Test Year December 31, 2014

Schedule TBH-13

REFERENCES:
Column [A]: Company Schedule B-2
Column [B]: Testimony TBI-I
Column [C]: Column [A] + Column [B]



LINE
NO.

ACCT.
no. DESCRIPTION

A I
| C l

COMPANY
ADJUSTED
TEST YEAR
AS FILED

STAFF
TEST YEAR

ADJUSTMENTS
ADJ
no.

STAFF
TEST YEAR

AS
ADIUSTED

STAFF
RECOMMEND ED

CHANGES
STAFF

RECOMMENDED
1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

RE VENUEJ;
461 Metered Water Sales

460 Water Sales »  Unmetered

474 Other Operating Revenue

$2,984,538

0

48,254

$0
0

0

$2,984,538

0

48,254

$412,298

0

0

$3,396,836

0

48,254
»n .Total O :as Revenues $3,032,792 $0 $3,032,792 $412,298 $3,445,090

OPERATINGEXPENSES.-
601 Salaries & Wages

610 Purchased Water

615 Purchased Power

618 Chemicals

620 Repairs & Maintenance

621 Office Supplies & Expense

630 Outside services

634/632 Contractual Services »  Professional

635 Contractual Services Testing

636 Contractual Services Other

635 W ater Testing

641 Rents

650 Transportation Expense
657 Insurance
666 Regulatory Commission Expense

620 Materials and Supplies

675 Miscellaneous Expense

403 Depreciation Expense

408 Taxes Other than Income

408.11 Property Taxes

409 Income Tax

Rounding

$0
69,895

324,148

4,602

0

34,071

0

1,039,036

41,807

97,904

0

4,169

60,352

27,865

33,172

29,680

61,392

562,211

0

155,057

147,142

(1

$0
0

0

0

0

0

0

(601>607)

(2,394)

398,969

0

0

0

0

0

0

0

0

0

59,823

1,4, 6-8

9

3 4

11

12

13

$0
69,895

324,148

4,602

0

34,071

0

437,429

39,413

496,873

0

4,169

60,352

27,865

33,172

29,680

61,392

602,456

0

155,057

206,965

(1

$0
0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

0

7,079

131,552

$0
69,895

324,148

4,602

0

34,071

0

437,429

39,413

496,873

0

4,169

60,352

27,865

33,172

29,680

61,392

602,456

0

214,045

338,517

<1

Expenses| -» _Total O rate $2,692,502 $145,209 $2,587,538 $138,631 $2,778,078

$340,290 $145,209 $445,254 $273,667 $667,013Operating Income (Loss)

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-14

I OPERATING INCOME STATEMENT . ADJUSTED TEST YEAR AND STAFF RECOMMENDED

REFERENCES:
Column [A]: Company Schedule C-1 (TAB IS~AD])
Column 181: Schedule TBH-15
Column [C]: Column [A] + Column [B]
Column [D]: Schedules TBH-27 and TBH-2
Column [E]: Column [C] + Column [D]

_I l l
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|OPERATING INCOME AD STMENT no. 1 - Co orate Allocations - LUC, APUC, LUC-LABS

[A] FB] CI
LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractual Service Professional APUC, LUC, LABS
abbr and Non Labor Allocations) TBH 6.1a

$116,154
0

($75,587)

0

$40,567

0

Total $116,154 ($75,587) $40,567

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-16

REFERENCES:
Column [A]: Company Schedule C-2, Compally's Responses to DR's TBH 2.7, TBH 4,2, TBH 6.1
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH



OPERATING INCOME AD STMENT NO. 2 - Contractual Services - Professional LU 8020

IA I
I [Cl

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractrual Services Professional

Total Revenues

$0 ($111,276) ($111,276)

$0 ($111,276) ($111,276l

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-.5-0368
Test Year December 31, 2014

REFERENCES:
Column [A]:
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 2.7

II I ll -I'll Illll



IOPERATING INCOME AD USTMENT NO. 3 - Co orate Cost Labor Reclassification

[Al r81 [Cl
STAFF

RECOMMENDED
1

2

3

Contcactmal Services Professional

Contractrual Services Odder

$0

0

($381,700)
381,700

(8381,700)
381,700

Total Revenues $0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02.676A-15-0368
Test Year December 31, 2014

Schedule TBH-18

LINE
NO.  DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

REFERENCES:
Column [A]:
Column [B]: Column [C] less Column [A]

Column [C]: Testimony TBH, Company's supplemental response to TBH 6.1, TBH 2.28 and TBH 2.27



IOPERATING INCOME AD STMENT NO. 4 - Co orate Cost A¢Hustment - Labor Increase

A l
I C

LINE
NO.

COMPANY
PROPOSEDDESCRIPTION

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1
2
3

Contractual Servlces Professional
Contractual Services - Other
Tool

$46,334

3,984

($38,612)
17,269

$7,722

21,253

$50,318 ($21,342) $28,976

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-19

REFERENCES:
Column [A]: Company Schedule C-2 & \X/orkpapers
Column [B]: Column [C] less Column [A]
Column [C]: Testimony TBH, Company's supplemental response to TBH 6.1 and TBI-I 2.27

I'll I II I I



OPERATING INCOME AD STMENT NO. 5 _ Intentions Left Blank

A [Cl
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

XXXX $0

0

$0

0

$0

0

Total $0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Sch€dl1lc TBH-20

REFERENCES:
Column [A]: Company Schedule C~2& Workpapers
Column [B]: Testimony TBI-I
Column [C]: Column [A] + Column [B]

llllll\ I H l II l IIIHHI l I illII Illllllll II I l



|OPERATING INCOME AD USTMENT NO. 6 - Co orate Cost Adjustment - HRIS Capital Mb01

A iv

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1

Contractrual Services Professlonal included in
HRIS Corporate Plant $0 ($3,582) (83,582)

Total $0 (353,582) ($3,582)

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Water Division

Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-21

REFERENCES:
Column [A]:
Column [B]: Testimony TBI-I, Company's response to TBH 5.9, TBH 7.4 and 7.5
Column [C]: Column [A] + Column [B]



A u C
LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
AD1USTMJ8NT

STAFF
RECOMMENDED

1

2

3

Contractual Services - Professional Services $0

0
($20>323)

0
($20,323)

0
Total $0 $20,323 $20,323

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-22

_ __ _OPERATING INCOME ADJUSTMENT no. 7 - Incentive Pay

REFERENCES:
Column [A]:
Column [B]; Testimony TBH, Company's response ro RUCO 2.4 and TBH 2.35a

Column [C]: Column [A] + Column [B]
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OPERATING INCOME ADJUSTMENT NO. 8 - Contractual Services - Professional INDOH

IA l
I C

LINE
NO. DESCRIPTION

COMPANY
PRGPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Servlces - Professional Servlces $0

0
$29,474

0
$29,474

0
Tool $6 $29,47l4 $29,474

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division

Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-23

REFERENCES:
Column [A]:
Column [B]: Testimony TBH, Company's supplernenMl response to TBH 2.7
Column [C]: Column [A] + Column [B]



uOPERATING INCOME AD]USTMENT NO. 9 - Contractual Services - Testy

IA |
I

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
RECOMMENDED

1

2

3

Contractual Services »  Testing $41,807

0

($2,394)

0
$39,413

0

Total $41,807 ($2,394) $39,413

Liberty Utilities (Rio Rico Water 8: Sewer) Corp. - Water Division

Docket No. WS-02676A-15-0368

Test Year December 31, 2014

Schedule TBH-24

REFERENCES:

Column [A]: Company Schedule C-2 8: Workpapers

Column 181: Testimony TBH, Smxffs Engineering Report and Testimony
Column [C]: Colulnn [A] + Column [B]



OPERATING INCOME ADJUSTMENT no. 10 - Intentionally Left Blank

[A II1 C
LINE
no. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADIUSTMENT

STAFF
REC GMMENDED

1

2

3

xxxxxxx

Total

$0

0
$0

0
$0

0
$0 $0 $0

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-25

REFERENCES:
Column [A]: Company Schedule C-2 & Workpapers

Column [B]: Testimony TBH
Column [C]: Column [A] + Column [B]
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A I 1
Line
No.

ACCT
NO. DESCRIPTION

GROSS UTILITY
PLANT IN SERVICE

FULLY/NON
DEPRECIABLE

DEPRECIABLE
PLANT

DEPREC.
RATE EXPENSE

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42

43
44
45
46
47
48
49
50
51
52
53

54

Plant In Service

301
302
303
304
307
309
310
311
320
320.1
3202
330
330.1
330.2
331
333
334
335
336
339
340
3401
341
342
343
344
345
346
347
348

Organization Costs
Franchise Costs
Land & Land Rights

Structures & Improvements
Wells & Springs
Raw Water Supply Mains
Power Generation Equipment
Electric Pumping Equipment
Water Treatment Equipment
Water Treatment Plants
Solutions & Feeders

Distribution Reservoirs & Standpipes
Storage Tank
Pressure Tanks

Transmission & Distribution Mains
Services
Meters & Meter Installations
Hydrants
Backflow Prevention Devices
Other Plant & Misc. Equip.
Office Furniture & Fixtures
Computer & Software
Transportation Equipment
Store Equipment
Tools & Work Equipment
Laboratory Equipment
Power Operated Equipment
Communications Equipment
Miscellaneous Equipment
Other Intangibles

$5,785
417

45,968
3,185,285

463,684
272,501
219,360

2,240,269

369,797
92

4,975
759,222

1,066

144
22,787,038
4,213,397
1,678,635

633,431
15,855

123,778
19,855

160,769
141,891

0
87,286
3,061

302,583
5,427

0

$5,785
417

45,968

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

76,919
138,029

0
0
0
0
0
0
0

$0
0
0

3,185,285
463,684
272,501
219,360

2,240,269
369,797

92
4,975

759,222
1,066

144
22,787,038
4,213,397
1,678,635

633,431
15,855

123,778
19,855
83,850
3,862

0
87,286
3,061

0
302,583

5,427
0

0.00%
0.00%
0.00%
3.33%
3 .33 D o
2.00%
5.00%

12.50° 0
3.33%
3 .33%

20.000 o
2.22%
2.22%
5.00° o
2.00%
3 .33%
8.33 n O
2.00%
6.67%
6.67%
6.67%

20.00%
20.00° 0
4.00%
5.00%

10.00° o
5.00%

10.00%
10.00%
0.00%

0.00%
3.33%
6.67%

20.00%

Subtotal General $37,741,571 $267,118 $37,474,453

Corporate Plant

903 Land & Land Rights
904 Structures & Improvements
940 Office Furniture & Fixtures
940.1 Computer & Software

2,848
50,040
16,470

107,905

2,848

0
0

4,098

0
50,040
16,470

103,808

Subtotal Co orate Plant» $177 63 1:4 Gmc

$0
0
0

106,070
15,455
5,450

10,968
280,034
12,314

3
995

16,855
24
7

455,741
140,306
139,881
12,669
1,058
8,256
1,324

16,770
772

0
4,364

306
0

30,258
543

0

$1,260,422

0
1,666
1,099

20,762

$23,526

$1 83,948$37,918,834 $274,064 $37,644,770

Contribution(s) in Aid of Construction (Gross)
Less: Non Amortizable Contribution(s)

Fully Amortized Contribution(s)
Amortizable Contxibution(s)
Times: Staff Proposed Amortization Rate
Amortization of CIAC

$20,261,911
0
0

$20,261,911
3.363%

681,492 $681 ,492
Less: Amortization of Contributions

Staff RecommendedDepreciation Expulse
Company Proposed DepreciationExpense

Increase/ (Decrease) to Depreciation Expense

$602,456
562,211

s 24%

Liberty Utilities (Rio Rico Water ac Sewer) Corp. _ Water Division
Docket No. WS-02676A-15-0368
Test Yea: December 31, 2014

Schedule TBH-26

OPERATING INCOME ADJUSTMENT No. 11 - DEPRECIATION EXPENSE

qr , /Tu M/u,318

Total

REFERENCES:
Column [A]: Schedule TBH-4
Column [B]: From Column [A]
Column [C]: Column [A] . Column [B]
Column [D]: Engineering Staff Report
Column [E]: Column [C] X Column UD]
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[A
LINE
NO. DESCRIPTION

STAFF
AS ADIUSTED

STAFF
RECOMMENDED

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22
23
24

Staff Adjusted Test Year Revenues
Weight Factor
Subtotal ALine 1 * Line 2)
Staff Recommended Revenue
Subtotal (Line 4 + Line 5)
Number of Years
Three Year Average (Line 5 / Line 6)
Department of Revenue Multiplier
Revenue Base Value (Line 7 * Line al
Plus: 10% of CWIP
Less: Net Book Value of Licensed Vehicles
Full Cash Value (Line 9 + Line 10 - Line 11)
Assessment Ratio
Assessment Value (Line 12 * Line 13)
Composite Property Tax Rate Obtained from ADOR
Staff Test Year Adjusted Property Tax Expense (Line 14 * Line 15)
Company Proposed Property Tax
Staff Test Year Adjustment (Line 16 Line 17)
Property Tax Staff Recommended Revenue (Line 14 * Line 15)

Staff Test Year Adjusted Property Tax Expense (Line 16)
Increase Jr Property Tax Due to Increase in Revenue Requirement

Increase in Property Tax Due to Increase in Revenue Requirement (Line 21)
Increase in Revenue Requirement
Increase in Prope Tax Per Dollar Increase in Revenue (Line 22 / Line 23)

$3,032,792
2

$3,032,792
2

$6,065,584
3,032,792

$6,0655584

3,445,090

$9,098,376
3

$9,510,674
3

$3,032,792
2

$3,170,225
2

$6,065,584
0

1,975

$6,3404450
0
0

$6,063,609
18.00%

$6,340,450
18.00%

$1,091,450
14.2066%
$155,057
155,057

$1,141,281

14.20656%

$162,137
155,057

$0

$7,079

$7,079

$412,298

1.'71'7039%

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-27

OPERATING INCOME ADJUSTMENT No. 12 _ PROPERTY TAXESI

REFERENCES:
Line 15: Composite Tax Rate obtained from Arizona Department of Revenue
Line 17: Company Schedule C-1 Page 2
Line 21: Lime 19 Line 20
Line 23: Schedule TBH~1



OPERATING INCOME AD STMENT no. 13 - INCOME TAX EXPENSE

A I
l C

LINE
NO. DESCRIPTION

COMPANY
PROPOSED

STAFF
ADJUSTMENT

STAFF
RECOMMENDED

1

2

3

Income Tax Expense $147,142

0
$59,823

0
$206,965

0
Tonal $147,142 $59,823 $206,965

Liberty Utilities (Rio Rico Water & Sewer) Corp. - Water Division
Docket No. WS-02676A-15-0368
Test Year December 31, 2014

Schedule TBH-28

REFERENCES:
Column [A]: Company Schedule C-2
Column [BI: Testimony TBH
Column [C]: Column [A] + Column [B]
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Attachment 1

COST ALLGCATIQN MANUAL

otherwise required by law or regulation. Generally, transfer Of assets from an
affiliate to die utility shod be at the lower of prevailing market price or net book
value, except as otherwise required by law or regulation. To determine prevailing
market value, an appraisal should be required at certain value Mresholds as
determined by regulators.

4. Entities should maintain all information underlying affiliate transactions with the
affiliated utility for a minimum of three years, or as required by law or regulation.

E. AUDIT REQUIREMENTS

1. An audit trail should exist with respect to all transactions between the regulated
entity and its affiliates that relate to regulated services and products. The regulator
should have complete access to all affiliate records necessary to ensure that cost
allocations and affiliate transactions are conducted in accordance with the
guidelines. Regulators should have complete access to affiliate records, consistent
with state statutes, to ensure that the regulator has access to all relevant
information necessary to evaluate whether subsidization exists. The auditors, not
die audited utilities, should determine what infonnadon is relevant for a particular
audit objective. Limitations on access would compromise the audit process and
impair audit independence.

2. Each regulated entity's cost allocation documentation should be made available
to the company's internal auditors for periodic review of the allocation policy and
process and to any jurisdictional regulatory authority when appropriate and upon
request;

I

E
3. Any jurisdictional regulatory audlority may request an independent attestation
engagement of the CAM. The cost of any independent attestation engagement
associated with die CAM, should be shared between regulated and non-regulated
operations consistent wide the allocation of similar common costs.

4. Any audit of the CAM should not otherwise limit or restrict die authority of
state regulatory audiorities to have access to the books and records of and audit
the operations of jurisdictional utilities.

5. Any entity required to provide access to its books and records should make
arrangements as necessary and appropriate to ensure that competitively sensitive
information derived therefrom be kept conNdendal by the regulator.

EI ALCONQUIN
11 I Algonquin Liberty Utilities

Power a Ulifitics Corp

I Page 21 of 26
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Attachment 2

ALGONQUIN POWER & UTILITIES CORP.

COST ALLOCATION
MANUAL
V2014.1 Effective: Idly 1st, 2015

This document outlines the methods of direct charges and cost allocations:
(i) between Algonquin Power & Utilities Corp. and its affiliates, including
Algonquin Power Company and Liberty Utilities (Canada) Corp.; (ii) between
Liberty Utilities (Canada) Corp. and its regulated utility subsidiaries; (iii) between
Liberty Utilities (Canada) Corp.'s shared services functions and its affiliates,
including Algonquin Power Company and Liberty Utilities (Canada) Corp.; and (iv)
between Liberty Utilities Service Corp. and its affiliates.

-l l  I
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4. SCOPE OF SERVICES PROVIDED BY LUC TO ITS SUBSIDIARIES,
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INTRODUCTION .

THE APUC CORPORATE STRUCTURE

3.  SCOPE OF SERVICES FROM APUC AND APCO
AFFILIATES AND HOW THOSE COSTS ARE DISTRIBUTED..

1.

2.

TABLE OF CONTENTS

COST ALLOCATION MANUAL

Each distribution utility can be assigned and/or allocated costs from APUC,
LUC and LUSC. This section provides an overview of die services and die cost
methodology for APUC. In addition, this section also addresses any costs and
services dirt may arise from APCo.. -4

3.1 Labor Services and Cost Allocation from APUC to LUC and APCo...

AccEss To CAPITAL

ALGONQUIN
f l  I Algonquin 'J Liberty ptingies

AMONG
..4

Page 1 of 33
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2 Allocated costs are costs incurred by one company that are for the benefit of either (a) all of the Algonquin
companies or (b) all of die regulated companies, and which are charged to the benefited companies using a
methodology and set of logical allocation factors that establish a reasonable link between cost causation and cost
recovery.

1 Direct charges (sometimes referred to as assigned costs) are costs incurred by one company for the exclusive
benefit of one or more odder companies, and which are directly charged (or assigned) to d'le company or companies
that specifically benefited.

This Cost Allocation Manual ("CAM") has been completed in accordance and
conformance with the NARUC Gzzide5ne.rf0r Corz'A//ovation: andAj%afe Tranyadiony
("NARUC Guidelines"). More specifically, the founding principles of this Cost
Allocation Manual are to a) directly charge as much as possible to the entity that
procures any specific service, and b) to ensure that inappropriate subsidization of
unregulated activities by regulated activities, and vice versa, does not occur. For
ease of reference, the NARUC Guidelines are attached as Appendix 1.

The purpose of this manual is to provide a detailed explanation of services
provided by Algonquin Power & Utilities Corp ("APUC"), and its affiliates,
Algonquin Power Company ("APCo"), Liberty Utilities (Canada) Corp. ("LUC"),
and Liberty Utilities Service Corp. ("LUSC") to the regulated utilities and to
describe the Direct Charge] and Cost AlIocation2 Methodologies used by APUC,
APCo, LUC, and LUSC. The following organization chart identifies the
relationships between the separate entities.

COST ALLOCATION MANUAL

1. INTRODUCTION

Figure 1: Algonquin Power ac Utilities Corporate Structure

Al8miqlzéa

Ra i
A1<;uwQuln

31 s

Algonquin W Liberty§Jti.l$§igs

ALaa1~aQuan q
yee: °< i §i :  ' . f m;

' av '  L ibe r ty  §* t§] i t i es

3 1

Page 2 of33
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3 A11 power production (i.e. generation) facilities are found within Algonquin Power Company within the APUC
corporate structure.

4 All distribution utilities are found within Liberty Utilities (Canada) Corp. within due APUC corporate structure.

5 Common shares and preferred shares are traded on the Toronto Stock Exchange (TSX) under the symbols AQN,
AQN.PR.A and AQN.PR.D. Additional corporate information can be found at die company's website,
algonquinpowercom.

APUC's primary business is direct interest or equity ownership in renewable and
thermal power generating facilities and regulated utilities. APUC owns a widely
diversified portfolio of independent power producion faciiities3 and regulated
utilities consisting of water distribution, wastewater treatment faciiides, electric
and gas utilities. While power production facilities are located in both Canada and
the United States, regulated utility operations are exclusively in the United States.
APUC is publicly traded on the Toronto Stock Exchange Its structure as a
publicly traded holding company provides substantial benefits to its regulated
utilities through access to capital markets.

Costs charged and allocated pursuant to this CAM shall include direct labor, direct
materials, direct purchased services associated with the related asset or services,
and overhead amounts. The direct charges are assigned as follows:

cosT ALLOCATION MANUAL

2 . THE APUC CORPORATE STRUCTURE

a. Tariffed rates or other pricing mechanisms established by rate
setting authorities shall be used to provide all regulated services,

b. Services not covered by (a) shall be charged by the providing party
to the receiving party at fully distributed cost; and

c. Facilities and administrative services rendered to a rate-regulated
subsidiary shall be charged on the following basis:

Ra i
AL<:a§~sQulw

(it the prevailing price for which the service is provided for
sale to the general public by die providing party (i.e., the
price charged to non-affiliates if such transactions with non-
affiliates constitute a substantial portion of the providing
party's total revenues from such transactions) or, if no such
prevailing price exists, (ii) an amount not to exceed the fully
distributed cost incurred by the providing party in providing
such service to die receiving party.

A i g m t l  a i r ;  ' ¥ *@*Y8v'*5¥§i,§'?S
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APUC provides benefits to its affiliate companies by use of certain shared services.
APUC charges labor rates for these shared services at cost, which is the dollar
hourly rate per employee as recorded in APUC's payroll systems, grossed up for
burdens such as payroll taxes, healdi benefits, retirement plans, other insurance
provided to employees, and other employee benefits. These labor costs are
charged directly based on timesheets to the extent possible. If labor is for the
benefit of all subsidiaries Men the allocation methodologies used for non-labor
costs are applied.

3.1.1Description of the APUC Services and Costs

Each distribution utility can be assigned and/or allocated costs from
APUC, LUC and LUSC. This section provides an overview of the
services and the cost methodology for APUC. In addition, this section
also addresses any costs and services that may arise from APCo.

APUC and its affiliates capitalize on APUC's expertise and access to the capital
markets through the use of certain shared services, which maximizes economies of
scale and minimizes redundancy. In short, it provides for maximum expertise at
lower costs. Further, the use of shared expertise allows each of the entities to
receive a benefit they may not be able to achieve on a stand-alone basis such as
strategic management advice and access to capital at more competitive rates.

APUC is the ultimate corporate parent and affiliate that provides financial,
strategic management, corporate governance, administrative and support services
to LUC and its subsidiaries as well as to the numerous generation assets held by
APCo. The services provided by APUC are necessary for LUC and its subsidiaries
to have access to capital markets for capital projects and operations. These services
are expensed at APUC and are performed for the benefit of APCo and LUC and
their respective businesses.

COST ALLOCATION MANUAL

3.

3.1 Labor Services and Cost Allocation from APUC to LUC and
APCo

SCOPE OF SERVICES FROM APUC AND APCO
AMONG AFFILIATES AND HOW THOSE COSTS ARE
DISTRIBUTED

A;sot~sQuls
Algonquin Vu Liberty.U.tilit.ies

Page 4 of 33
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Non-labor costs, excluding corporate capital, are pooled and allocated to LUC's
subsidiaries and APCo using due method summarized in Table 1. Each corporate
cost type, or function, has been carefully reviewed to properly identify the factors
driving those costs. Each function or cost type is typically driven by more than
one factor and each has been assigned an appropriate weighting. Table 1 includes
brief commentary on the rationale for each cost driver and weighting, along with
examples for each cost type.

In connection with the provision of Financing Services, APUC incurs the
following types of costs: (i) strategic management costs (board of director, third-
party legal services, accounting services, tax planning and filings, insurance, and
required auditing); (ii) capital access costs (communications, investor relations,
trustee fees, escrow and transfer agent fees), (iii) financial control costs (audit and
tax expenses); and (iv) administrative (rent, depreciation, general office costs). See
Appendix 2 for a more detailed discussion of the costs incurred by APUC.

The services provided by APUC specifically optimize the performance of the
utilities, keeping rates low for customers while ensuring access to capital is
available. If the utilities did not have access to the services provided by APUC,
then they would be forced to incur associated costs for financing, capital
investment, audits, taxes and other similar services on a stand-alone basis, which
would substantially increase such costs. Simply put, without incurring these costs,
APUC would not be able to invest capital in its subsidiaries, including the
regulated utilities.

The capital and funds obtained from due sale of shares in APUC are used by LUC
and APCo for current and future capital investments. The services provided by
APUC are critical and necessary to LUC and APCo because without those services
they would not have a readily available source of capital funding. Further,
relatively small utilities may have difficulty attracting capital on a stand-alone basis.

APUC's non-labor services include Financing Services. As used herein Financing
Services means due selling of units to public investors in order to generate the
funding and capital necessary (be it short term or long term funding, including
equity and debt) for LUC and APCo as well as providing legal services in
connection with the issuance of public debt.

COST ALLOCATION MANUAL

GGMQUI Algonquin we Libertyutilit.igs
Page 5 of33
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Type of Cost Allocation
Methodolo

Rationale Examples

Legal Costs 33.3° 0Net Plant
Number of
Employees
O&M

33.3%

33.3° 0

This function is
driven by factors
which include Net
Plant, as typically
the higher the value
of plant, the more
legal work it
attracts; similarly, a
greater number of
employees are
typically more
indicative of larger
facilities that
require greater
levels of attention;
and O&M costs
tend to be a third
factor indicative of
size and legal
complexity.

Employee labor
and related
administration
and programs;
Third party legal

Tax Services Revenue
O&M
Net Plant

33.3%
33.3%
33.3%

This function is
driven by a variety
of factors that
influence the size
and relative tax
complexity,
including Revenues,
O&M and Net
Plant. Tax activity
can be driven by
each of these
factors.

Employee labor
and related
administration
and programs,
including Third
party tax advice
and services

Audit 33.3%
33.3%
33.3%

Revenue
O&M
Net Plant

This function is
driven by a variety
of factors that
influence the size

Employee labor
and related
administration
and programs,

COST ALLOCATION MANUAL

Table 1: Summary of Corporate Allocation Method of APUC Indirect Costs
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and complexity of
Audit, including
Revenues, O&M
and Net Plant.
Audit activity can
be driven by each
of these factors.

including Third
party accounting
and audit
services

Investor Relations Revenue
O &M
Net Plant

33.3%
33.3%
33.3°  o

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Employee labor
and related
administration
and programs,
including third
party Investor
day
communications
and materials

Director Fees and
Insurance

Revenue
O&M
Net Plant

33.3%
33.3%
33.3%

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Board of
Director fees,
insurance and
administration

Licenses, Fees and
Permits

Revenue
O&M
Net Plant

33.3%
33.3%
33.3%

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Third party
costs

Escrow and
Transfer Agent
Fees

Revenue
O&M
Net Plant

33.3%
33.3%
33.3%

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Third party
costs

COST ALLOCATION MANUAL
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Other
Professional
Services

Revenue
O&M
Net Plant

33.3° O

33.30 O

33.3° 0

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Third party
costs

Office
Administration

Oakville Employees
500 0
Square Footage 50%

This function is
driven by factors
which are indicative
of number of
employees and
square footage
utilized by these
employees.

Office space
and utility costs.
Employee labor
and related
administration

Executives 33.3%
33.3%
33.3%

Revenue
O &M
N et Plant

This function is
driven by factors
which reflect the
relative size and
scope of each
affiliate - Revenues,
Net Plant and
O&M costs.

Employee labor
cost that is not
djrecdy
attributable to
any entity

Please refer to Figure 2 for a diagram of the various flows of costs that may arise
from each affiliate, including APUC.

3.1.2 Description of the APUC Cost Flows

Lastly, if a cost can be directly attributable to a specific entity, it will be directly
charged to that entity.

Notwithstanding the above, if a charge is related either solely to the regulated
utility business, i.e., LUC, or to the power generation business, i.e., APCo, then all
of those costs will be direct charged, or assigned, to the business segment for
which they are incurred.

COST ALLOCATION MANUAL
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As illustrated in Figure 2 and as described above, APUC incurs three types of costs
that are passed on to its direct and indirect subsidiaries. The first type is APUC's
costs that directly benefit a particular specific unregulated company, which are
directly assigned to that unregulated company. The second type is APUC's costs
that directly benefit a particular regulated company, which are directly assigned to
that regulated company. The third type are APUC's remaining costs that benefit
the entire enterprise (both regulated and unregulated), which are allocated between
regulated and unregulated company groups pursuant to CAM Table 1. Information
within Table 1 includes: (a) each type of cost incurred by APUC that is to be
allocated between regulated and unregulated parts of the business; (b) the factors
used to allocate each type of cost between regulated and unregulated activity; (c)

Aigonqain , Liberty tliilitigs

COST ALLOCATION MANUAL

(a) Costs that are directly assignable to unregulated companies

(b) Costs that are directly assignable to regulated companies

(c) Costs that benefit both unregulated and regulated operations

(d) Costs that benefit all regulated operations

Figure 2: Qlgstratioq of APUC Q_orpora;g_Cost Di§tributiop§
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As illustrated in Figure 2, LUC incurs three types of costs that are passed on to
other direct or indirect subsidiaries. The fist type is an LUC cost that directly
benefits a particular regulated company, which is directly assigned to that regulated

Please refer to Figure 2 for a diagram of the various flows of costs that may arise
from each affiliate, including LUC.

Each distribution utility can be assigned and/or allocated costs from APUC, LUC
and LUSC. This sect ion provides an overview of the services and the cost
methodology for LUC.

From dine to time, APCo may provide Engineering and Technical Labor to LUC
or its utilities. These charges plus an allocation for corporate overheads such as
rent, materials/supplies, etc. are capitalized and directly charged to doe relevant
utility.

From time to time, APCo employees may provide administrative support to LUC
or its utilities. These charges are direct charged using time sheets.

CertM costs, which are incurred for the benefit of APUC's businesses, are not
allocated to any subsidiary. These include costs such as certain corporate travel
and certain overheads.

For an example of how an APUC invoice would be assigned or allocated, please
see Appendix 3.

the rationale for selecting the factors that are used for allocation; and (d) examples
of the specific allocated costs. The costs allocated to Me regulated companies as a
group are then reallocated to individual companies using the Utility Four-Factor
allocation methodology set forth in CAM Table 2 (described below), resulting in
utility-specific allocated charges from APUC.

COST ALLOCATION MANUAL

4.1 Overview of LUC Services and Costs

4.

3.2 Labor Services and Cost Allocation From APCo To LUC

SCOPE OF SERVICES PROVIDED BY LUC TO ITS
SUBSIDIARIES, APUC AND APCO, AND HOW
THOSE COSTS ARE DISTRIBUTED
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6 As discussed later, LUC costs that benefit both regulated and unregulated businesses are incurred within Liberty
Algonquin Business Services ("LABS"), which is a business unit within LUC that serves both regulated and
unregulated entities.

LUC will assign costs that can be directly attributable to a specific utility. These
include direct labor and direct non-labor costs. However, die indirect LUC costs
cannot be directly attributed to an individual utility. LUC allocates its indirect

LUC provides its regulated utilities with the following services: accounting,
administration, corporate finance, human resources (including training and
development), information technology, rates and regulatory affairs, environment,
healdu, safety, and security, customer service, procurement, risk management, legal,
and utility planning. The following are examples of some of Me services provided:
(i) budgeting, forecasting, and financial reporting services including preparation of
reports and preservation of records, cash management (including electronic fund
transfers, cash receipts processing, managing short-term borrowings and
investments with third parties), (ii) development of customer service policies and
procedures, (iii) development of human resource policies and procedures, (iv)
selection of information systems and equipment for accounting, engineering,
administration, customer service, emergency restoration and other functions and
implementation thereof, (v) development, placement and administration of
insurance coverages and employee benefit programs, including group insurance
and retirement annuities, property inspections and valuations for insurance, (vi)
purchasing services including preparation and analysis of product specifications,
requests for proposals and similar solicitations, and vendor and vendor-product
evaluations; (vii) energy procurement oversight and load forecasting; and (viii)
development of regulatory strategy.

The third type of costs arising from LUC are those from shared services° dart
benefit both the regulated group of companies and the unregulated group of
companies widuin the Liberty / Algonquin family, which are allocated between the
two groups pursuant to the methodology described in section 4.3 and as set forth
in CAM Table 4.

company. The second type is an LUC cost that benefits all of the regulated
companies, which is allocated using the Utility Four-Factor Methodology
described in CAM Table 2. Both of these cost types are described in section 4.2
below.

COST ALLOCATION MANUAL

4.2 LUC Services and Costs Provided to Utilities
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Factor Weight
Utility Plant 250 0

Customer Count 250 0

Non-Labor Expenses 25°  0
Labor 25°  0
Total 100%

Factor Udlity 1 Utility z
Total All
Utilities

Utility I %
of Total

Factor
Weight

Utility 1
Allocation

Utility Plant ($) 727 371 1098 66° 0 25° 0 17° 0

Customer
Count (#) 6000 1000 7000 86° 0 250 o 21° o

Labor ($) 57 32 89 64° o 25° 0 16° 0

Non-Labor
Expenses ($) 108 41 149 72° o 250 0 18°o

Total Allocation 72%

LUC also uses the Utility Four-Factor Methodology to Mocate to its regulated
utilities the system-wide indirect labor and indirect non-labor costs allocated to
LUC from APUC.

Table 3 provides a simplified hypothetical example to demonstrate how the Utility
Four-Factor Methodology would be calculated based on ownership of only two
hypothetical utilities.

The Utility Four-Factor Methodology allocates costs by relative size of the utilities.
The methodology used by LUC involves four allocating factors, or drivers: (1)
Utility Plant; (2) Total Customers; (3) Non-Labor Expenses; and (4) Labor, with
each factor assigned an equal weight, as shown in Table 2 below.

labor and indirect non-labor costs, including capital costs, to its regulated utilities
using a Utility Four-Factor Methodology. LUC uses the Utility Four-Factor
Methodology to allocate costs incurred for the benefit of all of its regulated assets
("System-Wide Costs") to all of its utilities.

COST ALLOCATION MANUAL

Table 2: Utility Four-Factor Methodology Factors and Weightings

Table 3: Utility Four-Factor Methodology Example
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8 To clarify, if a LABS service is for only one specific organization, such as the unregulated generation business,
APCo, the cost will be directly charged to that business unit.

7 Liberty Algonquin Business Services ("LABS") is a business unit found organizationally within LUC that
both regulated and unregulated entities.

Indirect costs for sendces from the shared services functions that cannot be
directly assigned are allocated between the regulated and unregulated business
units, LUC and APCo, pursuant to the medaodology set forth in CAM Tables pa
and 4b. Similar to Table 1, Tables 4a and 4b include: (a) each type of cost incurred
by LUC that is to be allocated between regulated and unregulated parts of the
business, (b) the factors used to allocate each type of cost between regulated and

Consistent with Me organization practices described earlier, shared services and
costs (within LUC) are assigned when died are directly attributable to a specific
business units. Labor charges for LUC shared services staff are assigned using
time sheets that depict the amount of time that is to be direct charged to either
LUC or APCo.

The duird type of costs arising from LUC are those from shared services that
benefit both the regulated group of companies and time unregulated group of
companies within the Liberty / Algonquin family.

For an example of how a 1 LUC invoice would be assigned or allocated, please see
Appendix 4.

On occasion there may be costs which are incurred for die benefit of two or more
utilities, but not all of the utilities. These costs are directly assigned to utilities as
per the vendor invoice, or, if die invoice doesn't specify a share for each utility, the
Utility Four-Factor Methodology is used. In this situat ion, die weight ing is
determined by only including the utilit ies that  benefited from the service and
excluding the utilities that did not receive the service.

As can be seen from diesel hypothetical numbers in Table 3, Utility 1 would be
allocated 72% of the total indirect costs incurred by LUC, based on its relative size
and application of the Utility Four-Factor Methodology. Utility 2 would be
allocated the remaining 28%. LUC has developed and utilized this methodology
to better allocate costs, recognizing that larger utilities require more time and
management attention and incur greater costs than smaller ones.

COST ALLOCATION MANUAL

4.3 Shared Services from LUC
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Type of Cost Allocation
Methodolo

Rationale Examples

Information
Technology

Number of
Employees
()é kDA

900 O

100 O

IT function is
driven by factors
which include
number of
employees and
O&M. The larger
the number of
employees, the
more support,
software and IT
infrastructure is
required.

Enterprise wide
support,
architecture, etc.
Third party fees

9 Note that the shared service functions found in Tables 4a and 4b are unchanged from those shown in Table 4 in
the prior version of the CAM. These functions have simply been reorganized into these two Tables, 4a and 4b, to
show the differentiation between Business Services and Corporate Services.

LUC shared services that benefit due entire company, Le., APCo and LUC, are
internally referenced under two names _ Business Services and Corporate Services.
The services and functions within each category are shown in the tables belows.
Indirect costs from Business Services and Corporate Services are allocated using
due following methodology shown in Tables pa and Cb, respectively, which are
designed to closely align the costs with the driver of the activity.

4.3.1Business Services and Corporate Services

For an example of how an invoice or cost within LUC's shared services (LABS)
would be assigned or allocated, please see Appendix 5.

unregulated activity, (c) the rationale for selecting the factors that are used for
allocation; and (d) examples of the specific allocated costs. The costs allocated to
the regulated companies as a group are den reallocated to individual companies
using the Utility Four-Factor Methodology set forth in CAM Table 2, resulting in
utility-specific allocated charges from LUC.

COST ALLOCATION MANUAL

Table 4a: Summary of Corporate Allocation Method of LUC Business
Services Indirect Costs
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Human Resources
1000 0

Number of
Employees

HR function is
driven by number
of employees. A
greater number of
employees requires
additional HR
support

HR policies,
payroll
processing,
berets,
employee
surveys

Training
1000 O

Number of
Employees

Training is directly
proportional to the
number of
employees per
function

Courses,
lectures, in
house training
sessions by third
party providers

Facilities and
Building Rent

Square Footage

1000 O
Office space
occupied accurately
reflects space
requirements of
each subsidiary

Corporate office
building

Environment,
Health, Safety and
Security

1000 O
Number of
Employees

EHSS training, etc.
is directly
proportional to the
number of
employees per
function

Enterprise wide
programs,
employee labor
and related
administration

Procurement 0 & M 50° O
Capital Expenditures
50%

Procurement
function is based
on typical
proportion of
expenditures

Enterprise wide
support and
related
administration

COST ALLOCATION MANUAL

Auzofwul Hz
fl i i 4. :. 1 §}of. Alganqiiirl Liberty Qltiiities

Page 15 of 33

I



Risk Management Net Plant
Revenue
O&M

33.30 O

33.30 0

33.30 O

This function is
driven by factors
which reflect the
relative size and
complexity of Risk
Management -
Revenues, Net
Plant and O&M
costs.

Software
platform, fees
and
administration

Financial
Reporting and
Administration

Revenue
O&M
Net Plant

33.3° o

33.30 O

33.30 0

This Einction is
driven by factors
which reflect the
relative size and
complexity of
Financial Reporting
and Admin. -
Revenues, Net
Plant and O&M
costs.

Employee labor
and related
administration
and third party
fees

Treasury

500 0

25° 0

Capital Expenditures
250 0
O&M
Net Plant

Treasury activity is
typically guided by
the amount of
necessary
cape/plant for
each utility, and
operating
costs/cash flow

Third party
financing,
employee labor
and related
administration
and programs

Internal Audit Net Plant
()8&%

250 0

750 o

This function is
driven by factors
which reflect the
relative size and
complexity of
Internal audit
activity. Larger
Plant and operating
costs drive of a
given facility drive

Third party fees,
employee labor
and related
administration
and programs

COST ALLOCATION MANUAL

Table 4b: Summary of Corporate Allocation Method of LUC Corporate
Sem'ces Indirect Costs
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more activity from
IA.

Communications
100%

Number of
Employees

Communications
cost is directly
proportional to the
number of
employees

Enterprise wide
support and
related
administration

Legal Costs 33.30 0

33.30 0

33.3%

Net Plant
Number of
Employees
O&M

This function is
driven by factors
which include Net
Plant, as typically
the higher the value
of plant, the more
legal work it
attracts; similarly, a
greater number of
employees are
typically more
indicative of larger
facilities that
require greater
levels of attention;
and O8cM costs
tend to be a third
factor indicative of
size and legal
complexity.

Employee labor
and related
administration
and programs,
including third
party legal

All U.S.-based utility employees are employed, or will be employed, by Liberty
Utilities Service Corp. (LUSC). All employees' costs, such as salaries, benefits,
insurances etc. are to be paid by LUSC and direct charged to the company to
which the employee is dedicated and performs work. Services provided from

Each distribution utility can be assigned and/or allocated costs from APUC, LUC
and LUSC. This sect ion provides an overview of the services and the cost
methodology for LUSC.

COST ALLOCATION MANUAL

5. LIBERTY UTILITIES SERVICE CORP.
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Type of Cost Allocation
Methodolo

Rationale Examples

Customer Care
and Billing

Customer count
100%

Customer count
accurately reflects
the resource
requirements of the
Customer Care and
Billing group

Customer Care
and Billing
employees and
related
administrations

IT/Tech Support
1000 o

Number of
Employees

Technical support
requirements are
related to Me
number of
employees

Tech support
staff, associated
administration,
and required
software,
hardware, etc.

Human Resources
100° o

Number of
Employees

HR function is
driven by number
of employees. A
greater number of
employees requires
additional HR
support

HR policies,
payroll
processing,
benefits,
employee
surveys

Gas Control 1000 ONet Plant The greater the
plant, the more
control required

|
_

Gas Control
labor,
administration,
and associated
pro ams

Legal 33.3° oNet Plant
Number of
Employees
O&M

33.3%

33.3° 0

Allocated based on
the relative size of
affiliate and
employee count.

Employee labor
and related
administration
and programs,
including third
pa legal

LUSC to each regulated utility shall be done on a time sheet basis to the extent
possible. In infrequent instances where time sheeting may not be possible, the
allocation factors shown in Table 5 are to be used.

COST ALLOCATION MANUAL

Table 5: Summary of Allocation Method of LUSC Indirect Costs
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Regulatory 33.30 0Net Plant
Number of
Employees
O&M

33.30 0

33.30 0

Allocated based on
the relative size of
affiliate and
employee count.

Utility-wide
studies or third
party costs
beneficial to all
utilities

Environment,
Health, Safety and
Security

1000 0
Number of
Employees

EHSS training, etc.
is directly
proportional to the
number of
employees

Utility-wide
programs,
employee labor
and related
administration

Procurement O&M 500 0
Capital Expenditures
50° 0

Based on typical
proportion of
expenditures

Utility-wide
support and
related
administration

APUC or LUC will make capital investments for the benefit of all the utilities or
facilities it owns (examples include corporate headquarters, IT systems, etc.). All
capital investments kept at the corporate level benefiting all facilities will be
distributed monthly in the form of an intercompany operating expense charge Mat
captures the depreciation expense and cost of capital associated with the assets. All
costs associated to service the investment will be allocated to APCo and LUC's
utilities based on that department's allocation where the capital investment is
made. For example, if the capital investment is made in Human Resources then
the allocation mediodology used for Human Resources to allocate non-capital
indirect costs as shown in Table 4a will be used to allocate the charge associated
with the corporate capital expenditures, including the cost of capital, depreciation,
property tax, operation and maintenance costs and all other associated costs. Any
corporate capital charges allocated to LUC are then reallocated to individual
companies using the Utility Four-Factor Methodology set forth in CAM Table 2.

Please note the allocation methodology can be adjusted based on the number of
participating utilities. For example, Customer Service representatives who serve
only die New Hampshire utilities will only have their indirect costs allocated, if
any, based on the number of customers within New Hampshire. Labor costs
associated with energy procurement are directly billed to the utilities requiring
energy procurement services using timesheets.

COST ALLOCATION MANUAL

6. CORPCRATE CAPITAL
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10 To clarify, the factors and weightings are expected to remain constant. It is the underlying information used to
calculate the allocation percentages that is updated annually, such as the most recent net plant figures, or the most
recent numbers of am lo hes for exam la.P  y > P

The oversight of the CAM is currency the responsibility of the corporate
Regulatory department. Any updates or revisions are coordinated and completed
by this group. The CAM, and any support material, is distributed to Finance and
Regulatory staff throughout the organization at least annually. Any revisions to the
CAM are distributed immediately upon finalization to this same audience.
Training sessions are conducted annually to Finance, Regulatory and odder affected
departments. As part of the employee orientation program, new employees
receive an introduction to die CAM. Further enhancements and additions to this
employee training program to foster and enhance the organization's understanding
of the CAM are ongoing. For example, it is anticipated that an online training
module will be created and deployed across the organization, supplemented by a
self-certificadon process.

Allocation percentages are updated annually. These annual updates to the
allocation percentages are based on the most recent audited financial statements
and other actual, year-end information. The updated percentages come into effect
each April 1st and are valid through to the following March 31S'. These allocations
percentages are also updated if an entity is either acquired or sold.

COST ALLOCATION MANUAL

8. CAM TRAINING

7. UPDATING ALLOCATIONS
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The Guidelines were developed by the NARUC Staff Subcommittee on Accounts
in compliance with the Resolution passed on March 3, 1998 enticed "Resolution
Regarding Cost Allocation for the Energy Industry" which directed the Staff
Subcommittee on Accounts together aim the Staff Subcommittees on Strategic
Issues and Gas to prepare for NARUC's consideration, "Guidelines for Energy
Cost Allocations." In addition, input was requested from other industry parties.

The Guidelines acknowledge and reference the use of several different practices
and methods. It is intended that there be latitude in the application of these
guidelines, subject to regulatory oversight. The implementation and compliance
aim these cost allocations and affiliate transaction guidelines, by regulated utilities
under the authority of jurisdictional regulatory commissions, is subject to Federal
and state law. Each state or Federal regulatory commission may have unique
situations and circumstances that govern affiliate transactions, cost allocations,
and/or service or product pricing standards. For example, The Public Utility
Holding Company Act of 1935 requires registered holding company systems to
price "at cost" the sale of goods and services and Me undertaking of construction
contracts between affiliate companies.

A P P E N D IX  1  -  N A R U C  G U ID E L IN E S  F U R  C O S T
A L L U C A  T 1 o n 5

The fo llowing Guidelines for  Cost  Allocat ions and Affiliate Transact ions
(Guidelines) are intended to  provide guidance to  jurisdict ional regulatory
authorit ies and regulated ut ilit ies and their affiliates in the development  of
procedures and recording of transactions for services and products between a
regulated entity and affiliates. The prevailing premise of these Guidelines is that
allocation methods should not result in subsidization of non-regulated services or
products by regulated entities unless authorized by the jurisdictional regulatory
authority. These Guidelines are not intended to be rules or regulations prescribing
how cost allocations and affiliate transactions are to be handled. They are intended
to provide a framework for regulated entities and regulatory authorities in the
development  of their own policies and procedures for cost  allocat ions and
affiliated transactions. Variation in regulatory environment may justify different
cost allocation methods than dose embodied in the Guidelines.

Guidelines for Cost Allocations and Affiliate Transactions:

COST ALLOCATION MANUAL

9. APPENDICES
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6. Cost Driver - a measurable event or quantity which influences the level of costs
incurred and which can be directly traced to the origin of the costs themselves.

5. Common Costs - costs associated with services or products that are of joint
benefit between regulated and non-regulated business units.

4. Cost Allocations - the methods or ratios used to apportion costs. A cost
allocator can be based on the origin of costs, as in the case of cost drivers, cost-
causative linkage of an indirect nature, or one or more overall factors (also known
as general allocators).

2. Attestation Engagement - one in which a certified public accountant who is in
the practice of public accounting is contracted to issue a written communication
that expresses a conclusion about the reliability of a written assertion that is due
responsibility of anodaer party.

3. Cost Allocation Manual (CAM) - an indexed compilation and documentation of
a company's cost allocation policies and related procedures.

A. DEFINITIONS

1. Affiliates
or control.

In some instances, non-structural safeguards as contained in these guidelines may
not be sufficient to prevent market power problems in strategic markets such as
Me generation market. Problems arise when a firm has the ability to raise prices
above market for a sustained period and/or impede output of a product or service.
Such concerns have led some states to develop codes of conduct to govern
relationships between the regulated utility and its non-regulated affiliates.
Consideration should be given to any "unique" advantages an incumbent utility
would have over competitors in an emerging market such as the retail energy
market. A code of conduct should be used in conjunction with guidelines on cost
allocations and affiliate transactions.

Various levels of input were obtained in the development of the Guidelines from
the Edison Electric Institute, American Gas Association, Securities and Exchange
Commission, the Federal Energy Regulatory Commission, Rural Utilities Service
and the National Rural Electric Cooperatives Association as well as staff of various
state public utility commissions.

COST ALLOCATION MANUAL
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2. The general method for charging indirect costs should be on a fully allocated
cost basis. Under appropriate circumstances, regulatory authorities may consider
incremental cost, prevailing market pricing or odder methods for allocating costs
and pricing transactions among affiliates.

1. To the maximum extent practicable, in consideration of administrative costs,
costs should be collected and classified on a direct basis for each asset, service or
product provided.

The following allocation principles should be used whenever products or services
are provided between a regulated utility and its non-regulated affiliate or division.

B. COST ALLOCATION PRINCIPLES

14. Subsidization - due recovery of costs from one class of customers or business
unit that are attributable to another.

10. Indirect Costs -. costs that cannot be identified with a particular service or
product. This includes but not limited to overhead costs, administrative and
general, and taxes.

11. Non-regulated
authorities.

12. Prevailing Market Pricing - a generally accepted market value that can be
substantiated by clearly comparable transactions, auction or appraisal.

13. Regulated - that which is subject to regulation by regulatory authorities.

8. Fully Allocated costs
indirect costs.

9. Incremental pricing - pricing services or products on a basis of only the
additional costs added by their operations while one or more pre-existing services
or products support the fixed costs.

7. Direct Costs
or product.

COST ALLOCATION MANUAL
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2. A description of all assets, services and products provided to and from the
regulated entity and each of its affiliates.

1. An organization chart of the holding company, depicting all affiliates, and
regulated entities.

Each entity Mat provides both regulated and non-regulated services or products
should maintain a cost allocation manual ICAM) or its equivalent and notify the
jurisdictional regulatory authorities of the CAM's existence. The determination of
what, if any, information should be held confidential should be based on the
statutes and rules of the regulatory agency that requires the information. Any entity
required to provide notification of a CAM(s) should make arrangements as
necessary and appropriate to ensure competitively sensitive information derived
therefrom be kept confidential by the regulator. At a minimum, die CAM should
contain the following:

7. The indirect costs of each business unit, including the allocated costs of shared
services, should be spread to the services or products to which due relate using
relevant cost allocators.

6. The primary cost driver of common costs, or a relevant proxy in the absence of
a primary cost driver, should be identified and used to allocate the cost between
regulated and non-regulated services or products.

4. The allocation methods should apply to the regulated entity's affiliates in order
to prevent subsidization from, and ensure equitable cost sharing among the
regulated entity and its affiliates, and vice versa.

3. To the extent possible, all direct and allocated costs between regulated and non-
regudated services and products should be traceable on the books of the applicable
regulated utility to the applicable Uniform System of Accounts. Documentation should
be made available to the appropriate regdatory audaority upon request regarding
transactions between die regulated utility and its affiliates.

C. COST ALLOCATION MANUAL (NOT TARIFFED)

5. All costs should be classified to services or products which, by their very nature,
are either regulated, non-regulated, or common to both.

COST ALLOCATION MANUAL
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COST ALLOCATION MANUAL

3. A description of all assets, services and products provided by the regulated
entity to non-affiliates

4. A description of die cost allocators and methods used by doe regulated entity
and the cost allocators and methods used by its affiliates related to the regulated
services and products provided to the regulated entity

D. AFFILIATE TRANSACTIONS (NOT TARIFFED)

The affiliate transactions pricing guidelines are based on two assumptions. First
affiliate transactions raise die concern of self-dealing where market forces do not
necessarily drive prices. Second, utilities have a anural business incentive to shift
costs from non-regulated competitive operations to regulated monopoly
operations since recovery is more certain with captive ratepayers. Too much
flexibility will lead to subsidization. However, if the affiliate transaction pricing
guidelines are too rigid, economic transactions may be discouraged

The objective of the affiliate transactions' guidelines is to lessen due possibility of
subsidization in order to protect monopoly ratepayers and to help establish and
preserve competition in the electric generation and the electric and gas supply
markets. It provides ample flexibility to accommodate exceptions where due
outcome is in Me best interest of the utility, its ratepayers and competition. As
with any transactions, the burden of proof for any exception from
the general rule rests with the proponent of the exception

1. Generally the price for services, products and the use of assets provided by a
regulated entity to its non-regulated affiliates should be at the higher of full
allocated costs or prevailing market prices. Under appropriate circumstances
prices could be based on incremental cost, or other pricing mechanisms as
determined by the regulator

2. Generally, the price for services, products and the use of assets provided by a
non-regulated affiliate to a regulated affiliate should be at the lower of full
allocated cost or prevailing market prices. Under appropriate circumstances, prices
could be based on incremental cost, or other pricing mechanisms as determined by
the regulator

3. GeneraHy_ transfer of a capital asset from the utility to its non-regulated affiliate
should be at the greater of prevailing market price or net book value, except as

,&l,<;QnQ@all~s Algcnqué n ibertyf Ui31i°£ie8
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5. Any entity required to provide access to its books and records should make
arrangements as necessary and appropriate to ensure that competitively sensitive
information derived therefrom be kept confidential by the regulator.

2. Each regulated entity's cost allocation documentation should be made available
to the company's internal auditors for periodic review of the allocation policy and
process and to any jurisdictional regulatory authority when appropriate and upon
request.

4. Any audit of die CAM should not otherwise limit or restrict the authority of
state regulatory authorities to have access to the books and records of and audit
the operations of jurisdictional utilities.

3. Any jurisdictional regulatory authority may request an independent attestation
engagement of die CAM. The cost of any independent attestation engagement
associated with die CAM, should be shared between regulated and non-regulated
operations consistent with the allocation of similar common costs.

1. An audit trail should exist wider respect to all transactions between the regulated
entity and its affiliates that relate to regulated services and products. The regulator
should have complete access to all affiliate records necessary to ensure that cost
allocations and affiliate transactions are conducted in accordance wider the
guidelines. Regulators should have complete access to affiliate records, consistent
with state statutes,. to ensure dart the regulator has access to all relevant
information necessary to evaluate whether subsidization exists. The auditors, not
the audited utilities, should determine what information is relevant for a particular
audit objective. Limitations on access would compromise the audit process and
impair audit independence.

otherwise required by law or regulation. Generally, transfer of assets from an
affiliate to the utility should be at the lower of prevailing market price or net book
value, except as otherwise required by law or regulation. To determine prevailing
market value, an appraisal should be required at certain value thresholds as
determined by regulators.

4. Entities should maintain all information underlying affiliate transactions with the
affiliated utility for a minimum of three years, or as required by law or regulation.

E. AUDIT REQUIREMENTS

COST ALLOCATION MANUAL

r.m I
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COST ALLOCATION MANUAL

F. REPORTING REQUIREMENTS

1. The regulated entity should report annually the dollar amount of non-tariffed
transactions associated with the provision of each service or product and the use
or sale of each asset for the following:

a. Those provided to each non-regulated affiliate.
b. Those received from each non-regulated affiliate.
c. Those provided to non-affiliated entities.

2. Any additional information needed to assure compliance with these Guidelines,
such as cost of service data necessary to evaluate subsidization issues, should be
provided.

Source :
http: / / .namgorgPublicationgLG\.u°delines°/02(mgr%20Cost°/o20A__1locations%20and
%20Af8]iate%20Transactions.pdf
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Professional Services including strategic plan reviews, capital market advisory
services, ERP System maintenance, benefits consulting, and other similar
professional services. By providing these services at a parent level, the subsidiaries
are able to benefit from economies of scale. Additionally, some of these services
improve APUC's access to capital which benefits all of its subsidiaries.

General legal services involve legal matters not specific to any single facility,
including review of audited financial statements, annual information filings, Sedar
filings, review of contracts with credit facilities, incorporation, tax issues of a legal
nature, market compliance, and other similar legal costs. These legal services are
required in order for APUC to provide capital funding to individual utilities,
widaout which the utilities could not provide adequate service. Additionally, the
services ensure that APUC's subsidiaries rems compliant in all aspects of
operations and prevent those entities from being exposed to unnecessary risks.

The Board of Directors provides strategic oversight on all company affairs
including high level approvals of strategy, operation and maintenance budgets,
capital budgets, etc. In addition, the Board of Directors provides corporate
governance and ensures that capital and costs are incurred prudently, which
ultimately protects ratepayers.

Strategic management decisions are critical for any public utility. Me need for
strategic management is even more pronounced for APUC as a publicly traded
company, which depends on access to capital funding through public sales of
units. APUC seeks to hire talented strategic managers that aid in running each
facility owned by the company as efficiency and effectively as possible. This
ensures the long term health of each utility and ensures that rates are kept as low
as possible without compromising the level of service. It also facilitates each
regulated utility's access to necessary capital funding at reduced costs. The costs
included in Strategic Management Costs fall into the following categories.

APPENDIX 2 . -  DETAILED EXPLANA TION OF APUC COSTS

1.

COST ALLOCATION MANUAL

c. Professional Services

b. Genera1 Lega1 Services

a. Board of Directors

APUC STRATEGIC MANAGEMENT CosTs

QQMQQIW W
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Financial control costs incurred by APUC include costs for audit services and tax
services. These costs are necessary to ensure that the subsidiaries are operating in a
manner that meets audit standards and regulatory requirements, which have strong
financial and operational controls, and financial transactions recorded

Unit holder communication costs are incurred to comply with fling and regulatory
requirements of the Toronto Stock Exchange and meet die expectations of
shareholders. These costs include items such as news releases and unit holder
conference calls. In the absence of shareholder communication costs, investors
would not invest in the units of APUC, and in turn, APUC would not have capital
to invest in its subsidiaries. With such communications services, the subsidiaries
would not have a readily available source of capital funding.

3.

In connection with the payment of dividends to unit holders, APUC incurs escrow
fees. Escrow fees are incurred to ensure continued access to capital and ensure
continuing and ongoing investments by shareholders. Widaout such escrow fees,
APUC's subsidiaries would not have a readily available source of capital funding.

In connection with APUC's participation in the Toronto Stock Exchange, APUC
incurs certain license and permit fees such as Seder fees, annual filing fees,
licensing fees, etc. These licensing and permit fees are required in order to sell
units on the Toronto Stock Exchange, which in turn provides funding for utility
operations.

One of APUC's primary functions is to ensure its subsidiaries have access to
quality capital. APUC is listed on the Toronto Stock Exchange, a leading financial
market. In order to allow its subsidiaries to have continued access to Mose capital
markets, APUC incurs the following costs. These services and costs are a
prerequisite to the subsidiaries continued access to those capital markets.

2.

COST ALLOCATION MANUAL

c. Unit Holder Communications

b. Escrow Fees

a. License and Permit Fees

AccEss To CAPITAL MARKETS

APUC FINANCIAL CONTROLS
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Finally, administrative costs incurred by APUC such as rent, depreciation of office
furniture, depreciation of computers, and general office costs are required to house
all the services mentioned above. Widaout these administrative costs, the
employees of APUC could not perform daeir work and provide the necessary
services to the regulated utilities. These administrative costs also include training
for corporate employees.

Taxes are paid on behalf of the regulated utilities at the parent level as part of a
consolidated United States tax return. Tax services such as planning and filing are
provided by dairy parties. Filing tax returns on a consolidated basis benefits each
regulated utility by reducing the costs that otherwise would be incurred by such
utility in filing its own separate tax return.

4.

Audits are done on a yearly basis and reviews are performed quarterly on all
facilities owned by APUC on an aggregate level. These corporate parent level
audits reduce the cost of the stand-alone audits significantly for utilities which
must perform its own separate audits. Where stand-alone audits are not required,
ratepayers receive benefits of additional financial rigor, as well as access to capital,
and financial soundness checks by third parties. Finally, during rate cases, the
existence of audits provides staff and interveners additional reliance on the
company records, thus reducing overall rate case costs. The aggregate audit is
necessary for the regulated utilities to have continued access to capital markets and
unit holders.

accurately and prudendy. Without these services, the regulated utilities would not
have a readily available source of capital funding.

COST ALLOCATION MANUAL

b. Tax Services

a. Audit Fees

APUC ADMINISTRATIVE CosTs

Sm 8% wwulw Algatlquirf
Page 30 of 33



APUC Invoice

Indirect Corporate

Costs

r \

Liberty Utilities
Direct Charge
Specific Entity

APPENDIX 3 LIFE OF AN APUC INVOICE

A schematic is provided below showing the trail of an invoice received by APUC
for services to be charged to its subsidiaries. The schematic is intended to visually
explain the distribution of charges from APUC to APCo and Liberty Utilit ies
companies.

COST ALLOCATION MANUAL

Specific Entity?

Direct

\ /

Yes

Yes

Charge?

rs5
ALQONQU1 4

o /

Aigénsgmin *w ubew4§xi¢s

LUC Factors / Driver

Table 2

APUC Factors/ Driver
Table 1

APCO

l

Water, Electric &
Gas Utilities

r
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LUC Invoice

Indirect Corporate

Costs

Direct Charge
Specific Entity

Water, Electric &
Gas Utilities

A schematic is provided below showing the trail of an invoice received by Liberty
Utilities (LUC) for services to be charged to its subsidiaries. The schematic is intended to
visually explain the distribution of charges from LUC to Liberty Utilities companies.

APPENDIX 4 ._ LIFE OF A LIBER TY UTILITIES INVOICE

COST ALLOCATION MANUAL

Specific Entity? \

Direct Charge?

Aicomquaw

Yes

Yes

.8Jge3'lQL§irl 'w' Libmyyxsgsries

LUC Factors / Driver

Table 2
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Shared Service
Invoice

lr

Direct Charge
Specific Entity Liberty Utilities

Water, Electric &
Gas Utilities

A schematic is provided below showing the frail of an invoice for shared services
provided within Liberty Utilit ies for services to be charged to affiliates and
subsidiaries. The schematic is intended to visually explain the distribution of
charges from shared services to APCo and Liberty Utilities companies.

APPENDIX 5 LIFE OF A SHARED SER VICES INVOICE

COST ALLOCATION MANUAL
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BEFORE THE ARIZONA CORPORATION COMMISSION

DOUG LITTLE
Chairman

BOB STUMP
Commissioner

BOB BURNS
Commissioner

TOM FORESE
Commissioner

ANDY TOBIN
Commissioner

IN THE MATTER OF THE APPLICATION OF )
LIBERTY UTILITIES (BELLA VISTA WATER) )
CORP., AN ARIZONA CORPORATION, FOR A )
DETERMINATION OF THE FAIR VALUE OF )
ITS UTILITY PLANTS AND PROPERTY AND )
FOR INCREASES IN ITS WATER RATES AND )
CHARGES FOR UTILITY SERVICE BASED )
THEREON. )

)

DOCKET NO. W-02465A-15-0367

IN THE MATTER OF THE APPLICATION OF
LIBERTY UTILITIES (BELLA VISTA WATER)
CORP., AN ARIZONA CORPORATION, FOR
AUTHORITY TO ISSUE EVIDENCE OF
INDEBTEDNESS IN AN AMOUNT NOT TO
EXCEED $4,7()0,00().

)
)
)
)
)
>
)

DOCKET NO. W-02465A-15-0370

IN THE MATTER OF THE APPLICATION OF )
LIBERTY UTILITIES (RIO RICO WATER & )
SEWER) CORP., AN ARIZGNA CORPORATION,)
FOR A DETERMINATION oF THE FAIR )
VALUE OF ITS UTILITY PLANTS AND )
PROPERTY FOR INCREASES IN ITS WATER )
CHARGES FOR UTILITY SERVICE BASED )
RATES AND THEREON. )

)

DOCKET NO. WS-02676A--5-0368

IN THE MATTER OF THE APPLICATION OF )
LIBERTY UTILITIES (RIO RICO WATER & )
SEWER) CORP., AN ARIZONA CORPORATION)
FOR AUTHORITY TO ISSUE EVIDENCE OF )
INDEBTEDNESS IN AN AMOUNT NOT TO )
EXCEED $8,900,000. )

)

DOCKET NO. WS-02676A ~15-0371
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EXECUTIVE SUMMARY
LIBERTY UTILITIES (BELLA VISTA WATER) CORP. AND

LIBERTY UTILITIES (RIO RICO WATER & SEWER) CORP
DOCKET nos. W-02465A-15-0367, WS-02676A-15-0368

W-02465A-15-0370 AND WS-02676A-15-0371

COST OF CAPITAL

Be//a Vista

Liberty Utilities (Bella Vista Water) Corp. ("Be]la Vista") proposed 9.16 percent rate of
return. Bella Vista's proposed rate of return was calculated using an 11.60 percent cost of equity
3.47 percent cost of debt, and a capital structure consisting of 30.0 percent debt and 70.0 percent
equity. Staff recommends a 7.5 percent rate of return. Staffs recommended rate of return was
calculated using a 9.30 percent cost of equity, a 3.47 percent cost of debt, and a capital structure
consisting of 30.0 percent debt and 70.0 percent equity.

Rio Riva

Liberty Utilities (Rio Rico Water & Sewer) Corp. ("Rio Rico") proposed an 8.60 percent rate
of return. Rio Rico's proposed rate of return was calculated using a 10.80 percent cost of equity, a
3.47 percent cost of debt, and a capital structure consisting of 30.0 percent debt and 70.0 percent
equity. Staff recommends a 7.5 percent rate of return. Staffs recommended rate of return was
calculated using a 9.30 percent cost of equity, a 3.47 percent cost of debt, and a capital structure
consisting of 30.0 percent debt and 70.0 percent equity.

FINANCINGS

Bella Vista and Rio Rico each made separate filing requesting approval to borrow funds
from Liberty Utilities Company ("Liberty Utilities") to rebalance their capital structures by replacing
equity with debt. Bella Vista requests to borrow an amount not to exceed $4,700,000 and Rio Rico
requests to borrow an amount not to exceed $8,900,000 Staff recommends approval of both
applications.

ll



Direct Testimony of Crystal S. Brown
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1 I. INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

My name is Crystal S. Brown. I am an Executive Consultant III employed by the Arizona

Corporation Commission ("ACC" or "Commission") in the Utilities Division ("Staff"). My

business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7 Q. Briefly describe your responsibilities as an Executive Consultant III.

8 A.

9

I am responsible for the examination and verification of financial and statistical information

included in utility rate applications and other financial matters, including performing studies

10

11

to estimate the cost of capital component in rate filings and developing revenue requirements.

In I and schedules that include Staffaddition, prepare written reports, testimonies,

12 recommendations to the Commission. I am also responsible for testifying at formal hearings

13 on these matters.

14

15 Q. Please describe your educational background and professional experience.

16

17

I received a Bachelor of Science Degree in Business Administration from the University of

Arizona and a Bachelor of Science Degree in Accounting from Arizona State University.

18

19 Since joining the Commission in August 1996, I have participated in numerous rate cases and

20 other regulatory proceedings involving electric, gas, water, and wastewater utilities. I have

21

22

23

24

testified on matters involving regulatory accounting, auditing, and the cost of capital.

Additionally, I have attended utility-related seminars sponsored by the National Association

of Regulatory Utility Commissioners ("NARUC") on ratemaking and accounting designed to

provide continuing and updated education in these areas.

I

A.
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1 Q. What is the scope of your testimony in this case?

2 A.

3

My testimony provides Staffs recommended capital structure, cost of equity, and overall rate

of return ("ROR") for establishing the revenue requirement for Liberty Utilities (Bella Vista

4 Water) Corp. ("Bella Vista") and Liberty Utilities (Rio Rico Water & Sewer) Corp. l"Rio

5

6

Rico"l (collectively, the "Companies"). It also includes a review of the Companies' financing

applications.

7

8 Q. Please provide a brief description of the Companies.

9 A. Bella Vista provides water service to approximately 9,357 customers in Maricopa County,

10 Arizona. Rio Rico provides water service to approximately 6,404 customers and provides

l l wastewater service to approximately 2,046 customers in Santa Cruz County, Arizona.

12

13 Summagf of Teffimory and Rerornmendutionf

14 Q . Briefly summarize how Staffs cost of capital testimony is organized.

15

16

17

18

19

Staffs cost of capital testimony is presented in eight sections. Section I is aNs introduction.

Section II discusses the concept of weighted average cost of capital ("WACC"). Section III

presents Staffs cost of debt for Bella Vista and Rio Rico. Section IV discusses the concepts

of return on equity ("ROE") and risk. Section V presents the methods employed by Staff to

estimate Bella Vista and Rio Rico's ROE. Section VI presents the Endings of Staffs ROE

20 analysis. Section VII discusses the financial risk and economic assessment adjustments.

21 Section VIII presents StafFs ROR recommendation.

22

23 Q. Have you prepared any schedules in support of your cost of capital analysis?

24 A. Yes, my supporting schedules are shown on CSB-1 to CSB-10.

25

26

A.
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1 Q. recommendations concerning the revenue

2

Are you also sponsoring Staffs

requirement and rate design?

3 A.

4

5

No. Staff witness Teresa Hunsaker is supporting Staffs recommendations concerning the

revenue requirement and rate design. In completing her responsibilities, Ms. Hunsaker

utilizes the capital structure, ROE, and the overall ROR recommendations that I am

6 sponsoring.

7

8 Q.

9

Is there a primary conceptual basis for Me difference in how risk is measured by the

Companies and how risk is measured by Staff?

10 A. Yes. The Companies follow what is called a company-specific approach to measuring risk

11 whereas Staff follows the portfolio approach.

12

13 Q. What is the difference between the company-specific and the portfolio approach to

14 measuring risk?

15 A.

16

The company-specific approach to measuring risk views the risk of an investment as ii

investment; were held in isolation as opposed to being included in a portfolio of investments

17

18

Under Bella Vista and Rio Rico's company-specific approach, a cost of equity ("COE") is

calculated and then the results of a number of company~specific risk considerations are

19 added. Under Staff's portfolio approach, the risk of an investment is viewed in the context of

20

21

22

23

24

a diversif ied portfolio. Company-specific risk adders are not diren'_4/ given consideration

because in the capital markets such risks can be, and are, addressed by diversification of the

investor's portfolio so ratepayers .r/y0u/d not be required to compensate for a risk that can be

reasonably, and simply, addressed through an investment tool existing in the market place

That tool is "portfolio diversification."

25

ill Illll
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1 Q.

2

3

Before discussing Staffs specific rate of return recommendations for the Companies

please provide an overview of the approach Staff takes to developing Me ROE it

utilized in quantifying Staffs recommended revenue requirement

4 A.

5

6

7

8

9

10

11

First, let me say that Staff acknowledges that all models or approaches used in deEming a fait

ROE range can have shortcomings, even if what are termed to be shortcomings are simple

differences of professional judgment regarding the assumptions to be made in generating

results from these generally accepted models. There is no perfect or absolute way to

determine "required return" in a constantly changing Financial marketplace. As discussed in

greater detail later in my testimony, Staff utilizes traditionally accepted models for estimating

a reasonable COE range. Unlike the Companies, Staff does not attempt to quanti fy

company-speciic risk factors but rather uses the portfolio approach of measuring risk

12

13 Q.

14

Once the range resulting from Staffs four cost of equity models has been established

how does Staff select a COE within that range of reasonable COEs?

15 A.

16

17

Generally, Staff believes Man any ROE, or weightings of ROE's, falling within this model

driven cost-of-equity range would be an acceptable ROE for the Commission to recognize

quantifying its Final rate change decision. Staff selects an ROE based upon the specifics of

the case.18

19

20 Q. Please explain why Staff chose to recommend the high end of the model-driven ROE

21

22 A.

23

range.

As I will discuss in detail later in my testimony, the model-driven range for the ROE in the

Bella Vista and Rio Rico case spans from a low of 6.9 percent to a high of 9.3 percent

24
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1 Q. What is Staffs recommended rate of return for Bella Vista and Rio Rico?

2 A. a

3

4

5

6

7

8

For Bella Vista and Rio Rico, Staff recommends 7.5 percent overall ROR, as shown on

Schedule CSB-1. The ROR is calculated from the capital structure, ROE and cost of debt.

Staffs capital structure is composed of 70.0 percent equity and 30.0 percent debt. Staffs

estimated ROE for the Companies is based on the results of its Discount Cash Flow

("DCF") and the Capital Asset Pricing Model ("CAPM") cost of equity methodologies. The

CAPM model-driven range is 6.9 percent to 9.3 percent, while the DCF model range is 8.6

percent to 8.9 percent, as shown on Schedule CSB-3.

9

10 Be//a Vista and Rio M003 Proofed Overall Rafe 0f Re1'z1rn

11 Q.

12

Briefly summarize Bella Vista and Rio Rico's proposed capital structure, cost of debt,

ROE and overall ROR for this proceeding.

13 A.

14

Table la (Bella Vista) and Table lb (Rio Rico) summarize the proposed capital structure, cost

of debt, ROE and overall ROR of 9.16 percent for Bella Vista and 8.60 percent for Rio Rico

15

16

17

in dlis proceeding:

Bella Vista

Table la

Weight Cost
Weighted
Cost

Long-term Debt 30.00%
70.00%

3.47%
11.60%

1.04%
8.12%Common Equity

Cost of Capital/ROR 9.16%

18

19

20

Rio Rico

Table lb

Weight Cost
Weighted
Cost

30.00%

70.00%
3.47%

10.80%
1.04%

7.56%

Long-term Debt
Common Equity
Cost of Capital/ROR 8.60%

III
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1 11. THE WEIGHTED AVERAGE COST OF CAPITAL

2 Q . Briefly explain the cost of capital concept

3 A.

4

5

The cost of capital is the opportunity cost of choosing one investment over others with

equivalent risk. In other words, the cost of capital is the return that stakeholders expect for

investing their financial resources in a

6 business venture.

7

8 Q. What is the overall cost of capital?

9

10

11

The overall cost of capital for a End issuing a variety of securities (i.e., stock and

indebtedness) represents an average of the various cost rates on all securities issued by the

Erin adjusted to reflect the relative weighting of each security within the firln's capital

12 structure. Thus, for any given End, the overall cost of capital is the Him's WACC

13

14 Q. How is the WACC calculated?

15 M e WACC is calculated by adding the weighted expected returns of a End's securities. The

16 WACC formula is:

17
Equation 1.

18 n

19 WACC V

20 i 1

21

22

In this equation, Wt is the weight given to the lm security (the proportion of the lM security

relative to the portfolio) and ii is the expected return on the it security

23

24 Q. Can you provide an example demonstrating application of Equation 1?

25

26

Yes. For this example, assume that an entity has a capital structure composed of 60 percent

debt and 40 percent equity. Also, assume that the embedded cost of debt is 6.0 percent and

A.

A.

A.

II II III



Direct Testimony of Crystal S. Brown
Docket Nos. W-02465A-15-0367 et al.
Page 7

1 equity, i.e., the cost of equity, is 10.5 percent. Calculation of the

2

the expected return on

WACC is as follows:

3
wAce = (60% * 6.0%) + (40% * 10.5%)

4
WACC = 3.60% + 4.20%

5
WACC = 7.80%

6

7

8

9

The weighted average cost of capital in this example is 7.80 percent. The entity in this

example would need to earn an overall rate of return of 7.80 percent to cover its cost of

capital.

10

11 111. CAPITAL STRUCTURE

12 Bawéground

13 Q . Please explain the capital structure concept.

14 A.

15

16

The capital structure of a firm is the relative proportions of each type of security: short-tenn

debt, long-term debt including capital leases), preferred stock and common stock dlat are

used to Finance the firm's assets.

17

18 Q. How is the capital structure expressed?

19

20

21

The capital structure of a company is expressed as the percentage of each component of the

capital structure (capital leases, short-term debt, long-term debt, preferred stock and common

stock) relative to the entire capital structure.

22

23

24

25

As an example, the capital structure for an entity dart is Financed by $20,000 of short-term

debt, $85,000 of long-term debt (including capital leases), $15,000 of preferred stock and

$580,000 of common stock is shown in Table 2.

26

A.



Component Percent

Short-Term Debt $20,000 $20,000/$200,000) 10.0%

Long-Term Debt $85,000 $85,000/$200,000) 42.5%

Preferred Stock $15,000 $15,000/$200,000 7.50 0

Common Stock 880.000 $80,000/$200,000 40.00/0

Total $200,000 100.0%

Direct Testimony of Crystal S. Brown
Docket Nos. W-02465A-15-0367 et al.
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1 Table 2

2

3

4

The capital structure in this example is composed of 10.0 percent short-term debt, 42.5 percent

long-term debt, 7.5 percent preferred stock and 40.0 percent common stock.

5

6 Be//a Villa and Rio Rim Ir Capita/ Slrwizzre

7 Q. What capital structure does Bella Vista and Rio Rico propose?

8 A.

9

1 0

11

Bella Vista and Rio Rico each propose a capital structure composed of 30.0 percent long-term

debt and 70.0 percent common equity as shown on Schedule CSB-1. Bella Vista's proposed

capital structure ref lects projected long-term debt and common equity balances as of

December 31, 2014.

1 2

1 3 Q.

1 4

How does Bella Vista and Rio Rico's proposed capital structure compare to capital

structures of publicly-traded water utilities?

1 5 A.

1 6

1 7

Schedule CSB-4 shows the capital structures of six publicly-traded water companies ("sample

water companies" or "sample water utilities") as of December 2014. The average capital

structure for the sample water utilities is comprised of approximately 46.1 percent debt and

1 8 53.9 percent equity.

1 9
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1 Stops Capita/ Slrudure

2 Q . What  is Staf fs recommended capital structure for Bella Vista and Rio Rico?

3 A.

4

5

For Bella Vista, Staff recommends a capital structure composed of 30.0 percent debt and 70.0

percent equity. Staffs recommended capital structure consists of $2,632,308 long-term debt

and $6,142,053 common equity as shown on Schedule CSB-10, page 1.

6

7

8

9

For Rio Rico, Staff recommends a capital structure composed of 30.0 percent debt and 70.0

percent equity. Staffs recommended capital structure consists of $4,924,545 long-tenn debt

and $11,490,604 common equity as shown on Schedule CSB-10, page 2.

10

11 IV. RETURN ON EQUITY

12 Banéground

13 Q . Please define the term "cost of equity capital."

14 A.

15

16

17

18

The cost of equity is the rate of return that investors expect to earn on their investment in a

business entity given its risk. In other words, the cost of equity to the entity is the investors

expected rate of return on other investments of similar risk. As investors have a wide

selection of investments to choose from, they will generally choose from investments with

similar risks and similar returns. Therefore, the market determines the entity's cost of equity

19

20 Q. Is there a correlation between interest rates and the cost of equity?

21 A.

22

Yes, there is a positive correlation between interest rates and the cost of equity, as the two

tend to move in the same direction. This relationship is reflected in the CAPM formula. The

23

24

CAPM is a market-based model employed by Staff for estimating the cost of equity. The

CAPM is further discussed in Section VI of this testimony.

25

11111-1
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1 Q. What has been the general trend of interest rates in recent years?

2 A.

3

A chronological chart of interest rates is a good tool to show interest rate history and identify

trends. Chart 1 graphs intermediate U.S. treasury rates from January 3, 2003, to January 30

4 2014.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

As shown in Chart 1, intermediate-term interest rates generally trended upward from 2003 to

mid-2007, trended downward until late-2012, and have trended upward since dart time

19

20 Q. What has been the general trend in interest rates longer term?

21 A.

22

U.S. Treasury rates from January 1964 - January 2014 are shown in Chart 2. The chart shows

that interest rates trended upward through the mid-1980s and have trended downward since

23 that time.

24

25

26
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1

2

3

4

5

6

7

8

9

10

11

12

13

14 Source: Federal Reserve

15 Q. Do these trends suggest anything in terns of cost of equity?

16 Yes. As previously noted, interest rates and the cost of equity tend to move in the same

17 direction; therefore, the cost of equity has declined in the past 30 years.

18

19 Q. Do actual returns represent We cost of equity?

20 A. No. The cost of equity represents investors'expelledreturns and not realized retunes.

21

22 Q.

23

24

Is Mere any information available that leads to an understanding of the relationship

between the equity returns required for a regulated water utility and those required in

the market as a whole?

25 Yes. A comparison of Betas, a component of the CAPM discussed in Section V, for the

26

A.

A.

water utility industry and the market provide insight into this relationship. In theory, the
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1

2

3

4

5

overall market has a Beta value of 1.0, with stocks bearing greater risk (less risk) than the

market having Beta values higher than (lower than) 1.0, respectively

accordance with the CAPM, the cost of equity capital moves in the same direction as Beta

Therefore, because the average Beta value (0.71>1 for a water utility is less than 1.0, the

required return on equity for a regulated water utility is below that of the market as a

6

7 Rink

8 • Please define risk in relation to cost of capital.

9 A. on a

10

11

12

13

14

Risk, as it relates to an investment, is die variability or uncertainty of the returns

particular security. Investors are risk averse and require a greater potential return to invest in

opportunities with relatively greater risk, i.e., investors require compensation for taking on

additional risk. Risk is generally separated into two components. Those components are

market risk (systematic risk) and non-market risk (unsystematic risk, diversi5able risk or firm

specific risk) .

15

16 l What is market risk?

17 Market risk, or systematic risk, is the risk associated with an investment that cannot be

18 reduced through diversification. Market risk stems from factors that affect all securities, such

19

20

as possibilities of recession, war, inflation and high interest rates. Since diesel factors affect

the entire market they cannot be eliminated through diversification. Market risk does not

21

22

23

impact each security to the same degree. The degree to which a given security's return is

affected by market fluctuations can be measured using Beta. Beta reflects the business risk

and the financial risk of a security.

24

1 See Schedule CSB-7.

Q

A.

Q

la I
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1 Q. Please define business risk.

2 A. Business risk is the potential fluctuation of earnings inherent in a Firm's operations and

3

4

5

environment, such as competition and adverse economic conditions that may impair its

ability to provide returns on investment. Companies in the same industry or similar lines of

business tend to experience die same fluctuations in business cycles.

6

7 Q. Please define financial risk.

8

9

10

Financial risk is the potential fluctuation of earnings, inherent in the use of debt financing,

that may impair a Firm's ability to provide adequate return; the higher the percentage of debt

in a firm's capital structure, the greater its exposure to financial risk.

11

12 Q. Do business risk and financial risk affect the cost of equity?

13 A. Yes.

14

15 Q. Is a firm subject to any other risk?

16 A. Yes.

17

Firms may also be subject to unsystematic or Erin-specific risk. Examples of

unsystematic risk include losses caused by labor problems, nationalization of assets, loss of a

18 Investors can eliminate firm-specific risk by holding a

19

big client or weather conditions.

diverse portfolio; thus, it is not of concern to diversified investors.

20

21 Q. How does Bella Vista and Rio Rico's financial risk exposure compare to that of Staffs

22 sample group of water companies?

23 A.

24

25

26

CSB-4 shows the capital structures of Staffs seven sample water companies as of December

30, 2014, and the Companies' adjusted capital structure as of the end of the test year,

December 31, 2014. As shown, the sample water utilities were capitalized with approximately

46.1 percent debt and 53.9 percent equity, while Bella Vista and Rio Rico's capital structure

A.

ll
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1

2

consists of approximately 30.0 percent debt and 70.0 percent equity. Thus, the Companies

bear less financial risk than do Staff's sample companies.

3

4 Q. Is TErm-specific risk measured by Beta?

5 No. Finn-specific risk is not measured by Beta.

6

7 Q. Is the cost of equity affected by firm-specific risk?

8 A.

9

No. Since firm-specific risk can be eliminated through diversification, it does not affect the

determination of a reasonable cost of equity.

10

11 Q. Should investors expect additional returns for firm-specific risk?

12 No.

13

14

15

Investors who hold diversified portfolios can eliminate Finn-specific r isk and,

consequently, do not require any additional retune. Since investors who choose to be less

than fully-diversified must compete in the market with fully-diversified investors, the former

cannot expect to be compensated for unique risk.

16

17 v. ESTIMATING THE COST OF EQUITY

18 Infroduvlion

19 Q. Did Staff directly estimate the cost of equity for Bella Vista and Rio Rico?

20 A.

21

22

23

24

25

No. Bella Vista and Rio Rico are not publicly-traded companies and, as such, Staff is unable

to directly estimate their market cost of equity due to the lack of firm-specific market data.

Instead, Staff must estimate die Companies' cost of equity indirectly using a representative

sample group of publicly traded water utilities as a proxy for Bella Vista and Rio Rico. Use of

a sample is appropriate, as it reduces the sample error resulting from random fluctuations in

the market at the time the information is gathered.

26

A.

A.
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1 Q. What water utilities did Staff select for its proxy group of sample companies?

2

3

4

5

Staffs sample consists of the following seven publicly-traded water utilities: American States

Water, California Water, Aqua America, Connecticut Water Services, Middlesex Water, SAW

Corp., and York Water. Staff chose these companies because they are publicly-traded and

receive the majority of their earnings from regulated operations.

6

7 Q. What models did Staff implement to estimate Bella Vista and Rio Rico's cost of

8 equity?

9 A. Staff used two market-based models to estimate die cost of equity for Bella Vista and Rio

10 Rico: the DCF model and the CAPM.

11

12 Q. Please explain why Staff chose the DCF and CAPM models.

13 A.

14

Staff chose to use the DCF and CAPM models because they are Mdely-reco ed market-

based models and have been used extensively to estimate the cost of equity. An explanation

15 of mc DCF and CAPM models follows.

16

17 Diyaounled Care F/ow Mode/ A1146/.fix

18 Q.

19

Please provide a brief summary of the theory upon which the DCF method of

estimating the cost of equity is based.

20

21

22

23

24

25

The DCF method of stock valuation is based on the theory that the value of an investment is

equal to the sum of the future cash flows generated from the aforementioned investment

discounted to the present time. This method uses expected dividends, market price and

dividend growth rate to calculate the cost of capital. Professor Myron Gordon pioneered the

DCF method in the 1960s. The DCF method has become widely used to estimate the cost of

equity for public utilities due to its dieoretical merit and its simplicity. Staff used the Financial

A.

A.
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1

2

information for the relevant six sample companies in the DCF model and averaged the results

to determine an estimated cost of equity for the sample companies.

3

4 Q. Does Staff use more than one version of the DCF?

5 A.

6

7

8

Yes. Staff uses two versions of the DCF model: the constant-growth DCF and the multi-

stage or non-constant growth DCF. The constant-growth DCF assumes that an entity's

dividends will grow indefinitely at the same rate. The multi-stage growth DCF model

assumes the dividend growdu rate will change at some point in the future.

9

10 T/ye Com'tanz-Grow!/9 DCF

11 Q. What is the mathematical formula used in Staffs constant-growth DCF analysis?

12 A. The constant-growth DCF fionnula used in Staffs analysis is:

Equation 2 :

8D1 +
18,

where 1 K

D 1

13)

g

the cost of equity

the expected annual dividend

the current stock price

the expected infinite annual growth rate of dividends

13

14

15

16

17

18

19

Equation 2 assumes that the entity has a constant earnings retention rate and that its earnings

are expected to grow at a constant rate. According to Equation 2, a stock with a current

market price of $10 per share, an expected annual dividend of $0.45 per share and an

expected dividend growth rate of 3.0 percent per year has a cost of equity to the entity of 7.5

percent reflected by the sum of the dividend yield (3$0.45/ 3510 : 4.5 percent) and the 3.0

percent annual dividend growth rate. ,

20
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1 Q. How did Staff calculate the expected dividend yield (D1/P0) component of the

2 constant-growth DCF formula?

3

4

5

Staff calculated the expected yield component of the DCF formula by dividing the expected

annual dividend (DQ by the spot stock price (P0) after the close of market on May 4, 2016, as

reported byYa/900 Finanw.

6

7 Q.

8

Why did Staff use the May 4, 2016, spot price rather than a historical average stock

price to calculate the dividend yield component of the DCF formula?

9 A.

10

11

12

The current, rather than historic, market price is used in order to be consistent with Financial

theory. In accordance with the Efficient Market Hypothesis, the current stock price is

reflective of all available information relating to the stock, and as

expectations of future returns. Use of historical average stock prices illogicMy discounts the

most recent information in favor of less recent information. The latter is obviously stale and13

14 is representative of underlying conditions that may have changed

15

16 Q.

17

How did Staff estimate the dividend go (g) component of the constant-growth

DCF model represented by Equation 2?

18 A.

19

20

The dividend growth component used by Staff is determined by the average of six different

estimation methods, as shown in Schedule CSB-8. Staff calculated historical and projected

growth estimates on earnings-per~share ("EPS") anddividend-per-share ("DPS"),2

21 sustainable growth bases.

22

A.

2 Derived from information provided by Va/ue Line.
3 Derived from information provided by Va/ue Line.
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1 Q.

2

Why did Staff examine EPS growth to estimate the dividend growth component of the

constant-growth DCF model?

3

4

5

Historic and projected EPS growth are used because dividends are related to earnings.

Dividend distributions may exceed earnings in the short run, but cannot continue indefinitely.

In the long term, dividend distributions are dependent on earnings.

6

7 Q. How did Staff estimate historical DPS growth?

8

9

10

Staff estimated historical DPS growth by calculating a compound annual DPS growth rate for

each of its sample companies over the 10-year period, 2005-2014. As shown in Schedule

CSB-5, the average historical DPS growth rate for the sample was 3.8 percent.

11

12 Q. How did Staff estimate projected DPS growth?

13

14

15

Staff calculated an average of the projected DPS growth rates for the sample water utilities

from Va/ue Line through the period, 2018-2020. The average projected DPS growth rate is

7.6 percent, as shown in Schedule CSB-5.

16

17 Q. How did Staff estimate historical EPS growth rate?

18 A.

19

20

Staff estimated historical EPS growth by calculating a compound annual EPS growth rate for

each of its sample companies over the 10-year period, 2005-2014. As shown in Schedule

CSB-5, the average historical EPS growth rate for the sample was 7.1 percent.

21

22 Q. How did Staff estimate projected EPS growth?

23 A.

24

25

Staff calculated an average of the projected EPS growth rates for the sample water utilities

f rom Va/ue line through the period, 2018-2020. The average projected EPS growth rate is

6.2 percent, as shown in Schedule CSB-5.

26

A.

A.

A.
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1 Q. How does Staff calculate its historical and projected sustainable growth rates?

2

3

Historical and projected sustainable growth rates are calculated by adding their respective

retention growth rate terns br) to their respective stock Financing growth rate terms (vs),

shown in Schedule CSB-6.

as

4

5

6 Q. What is retention growth?

7 A.

8

9

10

Retention growth is the growth in dividends due to the retention of earnings. The retention

growth concept is based on the theory that dividend growth cannot be achieved unless the

company retains and reinvests some of its earnings. The retention growth is used ire Staffs

calculation of sustainable growth shown in Schedule CSB-6.

11

12 Q . What is the formula for the retention growth rate?

13 A.

14

The retention growth rate is the product of the retention ratio and the book/accounting

return on equity. The retention growth rate formula is:

15

Equation 3:

Retention Growth Rate = Br

where : b

r
the retention ratio (1 - dividend payout ratio)

the accounting/book return on common equity

16

17 Q. How did Staff calculate the average historical retention growth rate (be) for the

18 sample water utilities?

19 A.

20

21

Staff calculated the mean of the 10-year average historical retention rate for each sample

company over the period, 2005-2014. As shown in Schedule CSB-6, the historical average

retention (br) growth rate for the sample is 3.1 percent.

22

A.
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1 Q. How did Staff estimate its projected retention growth rate (br) for the sample water

2 utilities?

3 A.

4

Staff used the retention growth projections for the sample water utilities for the period, 2018

2020, from Value Line. As shown in Schedule CSB-6, the projected average retention growth

5 rate for the sample companies is 4.5 percent.

6

7 Q. When can retention growth provide a reasonable estimate of future dividend growth?

8 A.

9

10

11

12

The retention growth rate is a reasonable estimate of future dividend growth when the

retention ratio is reasonably constant and the entity's market price to book value ("1narket-to

book ratio") is expected to be 1.0. The average retention ratio has been reasonably constant

in recent years. However, the market-to-book ratio for the sample water utilities is 2.7

notably higher than 1.0, as shown in Schedule CSB-7.

13

14 Q. Is there any financial implication of a market-to-book ratio greater than 1.0?

15 A. Yes. A market-to-book ratio greater than 1.0 implies that investors expect an entity to earn

16 an

17

18

19

20

21

22

23

accounting/book return on its equity dirt exceeds its cost of equity. The relationship

between required returns and expected cash flows is readily observed in the fixed securities

market. For example, assume an entity contemplating issuance of bonds with a face value of

$10 million at eidier 6 percent or 8 percent and, thus, paying annual interest of $600,000 or

$800,000, respectively. Regardless of investors' required return on similar bonds, investors

will be willing to pay more for the bonds if issued at 8 percent than if the bonds are issued at

6 percent. For example, if the current interest rate required by investors is 6 percent, then

they would bid $10 million for the 6 percent bonds and more Dian $10 million for the 8

24

25

26

percent bonds. Similarly, if equity investors require a 9 percent return and expect an entity to

earn accounting/book returns of 13 percent, the market will bid up the price of the entity's

stock to provide the required return of 9 percent.

I al ill I
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1 Q. How has Staff generally recognized a market-to-book ratio exceeding 1.0 in its cost of

2 equity analyses in recent years?

3 A.

4

Staff has assumed that investors expect the market-to-book ratio to remain greater than 1.0.

(vs) tern to theGiven that assumption, Staff has added

5

a stock financing growth rate

retention ratio br) term to calculate its historical and projected sustainable growth rates .

6

7 Q.

8

Do the historical and projected sustainable growth rates Staff uses to develop its DCF

cost of equity in this case continue to include a stock financing growth rate term?

9 A. Yes.

10

11 Q. What is stock financing growth?

12

13

14

15

16

Stock financing growth is die growth in an entity's dividends due to the sale of stock by that

entity. Stock Financing growth is a concept developed by Myron Gordon and discussed in his

book The Cos! of Capita/ lo a Pulakc Uli/ig/.4 Stock financing growth is the product of the

fraction of the funds raised from the sale of stock dirt accrues to existing shareholders (v)

and the fraction resulting from dividing the funds raised from the sale of stock by the existing

17 common equity (s)-

18

19 Q . What is the mathematical formula for Me stock financing growth rate?

20 The mathematical formula for stock financing growth is:

Equation 4:

Stock Financing Growth = vs

where : v

S

Fraction of the funds raised from the sale of stock that accrues

to existing shareholders

Funds raised from the sale of stock as a fraction of the existing

common equity

A.

A.

4 Gordon, Myron. TheC0/1 ¢fCupito/ to u Pub/ir Uri/ig/. MSU Public Utilities Studies, Michigan, 1974. pp 31-35.
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1 Q. How is the variable presented above calculated?

2 A. Variable 9 is calculated as follows:

Equation 5

v _ 1 _ book value

market value

3

4

5

For example, assume that a share of stock has a $30 book value and is selling for $45. Then,

to End the value of v, the fionnula is applied:

v 1

6 In this example, 9 is equal to 0.33.

7

8 Q. How is the variable s presented above calculated?

9 A. Variable Jr is calculated as follows:

10 Equation 6:

11

12

Funds raised from the issuance of stock

Total existing common equity before the issuance

13

14

15

For example, assume that an entity has $150 in existing equity, and it sells $30 of stock.

Then, to find the value of J, the fionnula is applied:

s
30

150

16 In this example, .r is equal to 20.0 percent.

17
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1 • What is the vs term when the market-to-book ratio is equal to 1.0?

2 A.

3

4

5

6

7

A mar ket - to-book r a t io of  1 .0  r ef lect s  tha t  inves tor s  expect  an ent i ty to ea r n a

book/accoundng return on their equity investment equal to the cost of equity. When the

market-to-book ratio is equal to 1.0, none of the funds raised from the sale of stock by the

entity accrues to the benefit of existing shareholders, i.e., the tern U is equal to zero (0.0).

Consequently, the w term is also equal to zero (0.0 When stock Financing growth is zero,

dividend growth depends solely on the Kr term.

8

9 • What is the effect of the vs term when the market-to-book ratio is greater than 1.09

10 A.

11

12

13

14

15

16

17

A market-to-book ratio greater than 1.0 reflects that investors expect an entity to earn a

book/accounting return on their equity investment greater than the cost of equity. Equation

5 shows that, when the market-to-book ratio is greater than 1.0, the v term is also greater than

zero. The excess by which new shares are issued and sold over book value per share of

outstanding stock is a contribution that accrues to existing stockholders in the form of a

higher book value. The resulting higher book value leads to higher expected earnings and

dividends. Continued growth from the vs term is dependent upon the continued issuance and

sale of additional shares at a price that exceeds book value per share.

18

19 • What vs estimate did Staff calculate from its analysis of the sample water utilities?

20 A.

21

Staff estimated an average stock financing growth of 2.0 percent for the sample water utilities,

as shown in Schedule CSB-6.

22

Q

Q

Q
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1 Q. What would occur if an entity had a market-to-book ratio greater than 1.0 as a result of

2 of equity ,  and subsequently

3

investors expecting earnings to exceed its cost

experienced newly-authorized rates equal only to its cost of equity?

4 A.

5

6

Holding all other factors constant, one would expect market forces to move the company's

stock price lower, closer to a market-to-book ratio of 1.0, to reflect investor expectations of

reduced expected future cash flows.

7

8 Q.

9

10

If the average market-to-book ratio of Staffs sample water utilities were to fall to 1.0

due to authorized ROEs equaling their cost of equity, would inclusion of the vs term

be necessary to Staffs constant-growth DCF analysis?

11 A.

12

13

14

No. As discussed above, when the market-to-book ratio is equal to 1.0, no portion of the

funds ra ised from the sa le of s tock by the ent ity accrues to die benefit  of exist ing

shareholders because the v term is equal to zero; dias, the M term is also equal to zero. When

the market-to-book ratio equals 1.0, dividend growth depends solely on the Br term. Staffs

15 inclusion of the by tern assumes that the market-to-book ratio continues to exceed 1.0, and

16

17

that due sample water utilities will continue to issue and sell stock at prices above book value

with the effect of benefitting existing shareholders.

18

19 Q. What are Staffs historical and projected sustainable growth rates?

20 A. Staffs estimated historical sustainable growth rate is 5.2 percent based on an analysis of

21

22

23

earnings retention for the sample water companies. Staffs projected sustainable growth rate

is 6.6 percent based on retention growth projected by Va/zze Line. Schedule CSB-6 presents

Staffs estimates of the sustainable growth rate.

24

I
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1 Q. What is Staffs expected infinite annual growth rate in dividends?

2

3

4

Staff's expected dividend growth rate (g) is 6.1 percent, which is the average of historical and

projected DPS, EPS, and sustainable growth estimates. Staffs calculation of the expected

infinite annual growth rate in dividends is shown in Schedule CSB-8.

5

6 Q. What is Staffs constant-growth DCF estimate for the sample utilities?

7 A. Staffs constant-growth DCF estimate is 8.6 percent, as shown in Schedule CSB-3.

8

9 The Mu/ii-Stage DCF

10 Q.

11

Why did Staff implement the multi-stage DCF model to estimate the Companies' cost

of equity?

12 A.

13

14

15

Staff generally uses the multi-stage DCF model to consider the assumption that dividends

may not grow at a constant rate. The multi-stage DCF uses two stages of growth, the first

stage (near-term) having a four-year duration, followed by the second stage (long-term) of

constant growth.

16

17 Q- What is the mathematical formula for the multi-stage DCF?

18 The multi-stage DCF formula is shown in the following equation:

19

A.

A.
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Equation 7 :
n

P0

n
Dr

(l+K)'
+ Dn(1+*,,)

K-gn
1

(1+K)

Where :

D r

K

n

D r

gr

18> current stock price

dividends expected during stage 1

cost of equity

years of non - constant growth

dividend expected in year n

constant rate of growth expected after year n

1

2 Q. What steps did Staff take to implement its multi-stage DCF cost of equity model?

3 A.

4

5

6

First, Staff projected future dividends for each of the sample water utilities using near-term

and long-term growth rates. Second, Staff calculated the internal rate of return (cost of

equity) which equates the present value of the forecasted dividends to the current stock price

for each of the sample water utilities. Lastly, Staff calculated an overall sample average cost

7 of equity estimate.

8

9 Q. How did Staff calculate near-term (stage-1) growth?

10 A.

11

12

The stage-1 growth rate is based on Va/ue Line? projected dividends for die next twelve

months, when available, and on the average dividend growth (g) rate of 6.1 percent, calculated

in Staffs constant DCF analysis for the remainder of the stage as shown on Schedule CSB-8.

13
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1 • How did Staff estimate long-term (stage-2) growth?

2 A.

3

4

Staff calculated the stage-2 growth rate using the arithmetic mean rate of growth in Gross

Domestic Product ("GDP") from 1929 to 2014.5 Using due GDP growth rate assumes that

the water utility industry is expected to grow at the same rate as the overall economy.

5

6 • What is the historical GDP growth rate that Staff used to estimate stage-2 growth?

7 A. Staff used 6.4 percent to estimate the stage-2 growth rate as shown on Schedule CSB-9.

8

9 • What is Staffs multi-stage DCF estimate for the sample utilities?

10 Staffs multi-stage DCF estimate is 8.9 percent,as shown in Schedule CSB-3.

11

12 Capita/ Ame! Pniting Mode/

13 • Please describe the CAPM.

14 The CAPM is used to determine the prices of securities in a competitive market. The CAPM

15

16

17

18

19

20

model describes the relationship between a security's investment risk and its market rate of

return. Under the CAPM, an investor requires the expected return of a security to equal the

rate on a risk-free security plus a risk premium. The model also assumes that investors will

sufficiently diversify their investments to eliminate any non-systematic or unique risk.° In

1990, Professors Harry Markowitz, William Sharpe, and Merton Miller earned the Nobel

Prize in Economic Sciences for their contribution to the development of the CAPM.

21

A.

Q

A.

Q

Q

Q

5 www.bea.doc.gov.
6 The CAPM makes the following assumptions: 1) single holding period; 2) perfect and competitive securities market; 3)
no transaction costs; 4) no restrictions on short selling or borrowing; 5) the existence of a risk-free rate; and 6)
homogeneous expectations.
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1 Q. Did Staff use the same sample water utilities in its CAPM and DCF cost of equity

2 estimation analyses?

3

4

Yes. Staffs CAPM cost of equity estimation analysis uses the same sample water companies

as in its DCF cost of equity estimation analysis.

5

6 Q. What is the mathematical formula for the CAPM?

7 A. The madaematical formula for the CAPM is:

8

Equation 8 :

K : R +p(Rm -Rf)

where : R = r isk free ra te

Rm = return on market

5 =  b e t a

Rm -R = market  r isk premium

K = expected return
f

9

10

11

12

13

The equation shows that the expected return (K) on a risky asset is equal to the risk-free

interest rate (Rf) plus the product of die market risk premium (Rm - Rf) multiplied by the

Beta (pl coefficient, where Beta represents the riskiness of the investment relative to the

market.

14

15 Q. What is the risk-free rate?

16 The risk-free rate is the rate of return of an investment free of default risk,

17

A.

A.
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1 Q .

2

What does Staff use as surrogates to represent estimations of the risk-free rates of

interest in its historical and current market risk premium CAPM methods?

3

4

5

6

7

8

9

As previously noted, Staff uses separate parameters as surrogates for the estimations of the

Risk-free rates of interest for the historical market risk premium CAPM cost of equity

estimation and die current market risk premium CAPM cost of equity estimation. Staff uses

the average of three (5-, 7-, and 10-year) intermediate-term U.S. Treasury securities' spot rates

in its historical market risk premium CAPM cost of equity estimation, and the 30-year U.S.

Treasury bond spot rate in its current market risk premium CAPM cost of equity estimation.

Rates on U.S. Treasuries are largely verifiable and readily available.

10

11 Q. What does Beta measure?

12 A.

13

14

15

16

17

Beta is a measure of a security's price volatility, or systematic risk, relative to the market as a

whole. Since systematic risk cannot be diversified away, it is die only risk that is relevant

when estimating a security's required return. Using a baseline market Beta of 1.0, a security

having a Beta value less than 1.0 will be less volatile (i.e., less risky than the market. A

security with a Beta value greater than 1.0 will be more volatile (i.e., more risky) than the

market.

18

19 Q. How did Staff estimate Bella Vista and Rio Rico's Beta?

20

21

22

23

24

Staff used the average of the Va/ue Ume Betas for the sample water utilities as a proxy for the

Companies' Beta. Schedule CSB-7 shows the Va/ue Line Betas for each of the sample water

utilities. The 0.71 average Beta for the sample water utilities is Staffs estimated Beta for die

Companies. A security having a Beta value of 0.71 is less volatile Dian the market as a whole,

and thus requires a lower return on equity than does the overall market.

25

I

A.

A.
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1 Q. What is the market risk premium (Rm - Rf)?

2 The market risk premium is the expected return on the market, minus the risk-free rate.

3 Simplified, it is the return an investor expects as compensation for market risk.

4

5 Q. What did Staff use for the market risk premium?

6 A. Staff uses separate calculations for the market risk premium in its historical and current

7 market risk premium CAPM methods.

8

9 Q. How did Staff calculate an estimate for the market risk premium in its historical

10 market risk premium CAPM method?

11 A.

12

Staff uses the intermediate-term government bond income returns published in the Ibbotson

Associates' Sfowéx, Bondy, Bi//J", and [Motion 2075 Yearbook to calculate the historical market risk

13 Ibbotson Associates calculates the historical risk premium by averaging the

14

premium.

historical arithmetic differences between the S&P 500 and the intermediate-term government

15 bond income returns for die period 1926-2014. Staff's historical market risk premium

16 estimate is 7.6 percent, as shown in Schedule CSB-3.

17

18 Q . How did Staff calculate an estimate for the market risk premium in its current market

19 risk premium CAPM method?

20

21

22

23

24

Staff solves equation 8 above to arrive at a market risk premium using a DCF-derived

expected return (K) of 11.93 (2.20 + 9.737) percent using the expected dividend yield (2.20

percent over the next twelve months) and the annual per share growth rate (9.73 percent) that

Va/zfe Line projects for all dividend-paying stocks under its reviews along with the current

long-term risk-free rate (30-year Treasury note at 2.64 percent) and the market's average Beta

A.

A.

7 The three to five year price appreciation is 45%. 1.450-25 - 1
8 May 4, 2016 issue date.

9.73° /0.
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1 of 1.0. Staff calculated the current market risk premium as 9.5 percent,9 as shown in Schedule

2 CSB-3.

3

4 Q.

5

What is the result of Staffs historical market risk premium CAPM and current market

risk premium CAPM cost of equity estimations for the sample utilities?

6 A.

7

Staffs cost of equity estimates are 6.9 percent using the historical market risk premium

CAPM and 9.3 percent using the current market risk premium CAPM as shown on Schedule

8 CSB-3.

9

10 VI. SUMMARY OF STAFF'S COST OF EQUITY ANALYSIS

11 Q . What is the result of Staffs constant-growth DCF analysis to estimate the cost of

12 equity for the sample water utilities?

13 Schedule CSB-3 shows the result of Staffs constant-growth DCF analysis. The result of

14 Staffs constant-growth DCF analysis is as follows:

15
k 2.5% + 6.1%

16

17 k 8.6%

18

19 Staffs constant-growth DCF estimate of the cost of equity for the sample water utilities is 8.6

20 percent.

21

22 Q. What is the result of Staffs multi-stage DCF analysis to estimate of the cost of equity

23 for the sample utilities?

24 Schedule CSB-9 shows the result of Staffs multi-stage DCF analysis. The result of Staffs

25 multi-stage DCF analysis is:

A.

A.

9 11.93% : 2.64% + 1 X 9.29%
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Company Equity Cost
Estimate (k)

1
2
3
4
5
6
7
8
9

10
11

American States Water
California Water
Aqua America
Connecticut Water
Middlesex Water
saw Corp
York Water

8.5%
8.8%
8.6%
8.6%
9.1%
9.9%
8.5%

Average 8.9%

12

13 Staffs multi-stage DCF estimate of the cost of equity for the sample water utilities is 8.9

14 percent.

15

16 Q. What is the result of StamPs historical market risk premium CAPM analysis to estimate

17 the cost of equity for the sample utilities?

18 A. Schedule CSB-3 shows the result of Staffs CAPM analysis using the historical risk premium

19 estimate. The result is as follows:

20

21 k 1.5% + 0.71 * 7.6%

22

23 k 6.9%

24

25

26

Staffs CAPM est:imate (using the historical market risk premium) of die cost of equity for the

sample water utilities is 6.9 percent.

27

28 Q. What is the result of Staffs current market risk premium CAPM analysis to estimate

29 the cost of equity for the sample utilities?

30 Schedule CSB-3 shows the result of Staffs CAPM analysis using the current market risk

31

A.

premium estimate. The result is:
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1

2 k 2.6% + 0.71 * 9.3%

3

k 9.3%
4

5

6

Staffs CAPM estimate (using the current market risk premium) of the cost of equity to the

sample water utilities is 9.3 percent.

7

8 Q. Please summarize the results of StafFs cost of equity analysis for the sample utilities.

9 A.

10

The range of Staff's cost of equity analysis results is 6.9 percent to 9.3 percent as shown

in the following table:

11
12 Table 2

Method Estimate
Constant Growth DCF Estimate

Mu1ti~Stage DCF Estimate
Historical CAPM Estimate
Current CAPM Estimate

8.6%
8.9%
6.9%
9.3%

13

14 Q.

15

Ms. Brown, in the recent past, Staff chose not to incorporate the results of its CAPM-

ROE

16

based in developing its overall ROE recommendation. Would you please

explain why Staff has moved away from that previous position?

17 Yes. Staff has always calculated the CAPM Model-diiven ROE range but effectively gave this

18

19

result a zero weighting. The zero weighting approach was followed due to a noted divergence

of the CAPM Model-driven results from the DCF Model-driven results.

20

A.
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1 VII. FINANCIAL RISK AND ECONOMIC ASSESSMENT ADJUSTMENTS

2 Q. Has Staff discontinued the direct recognition of the financial risk and economic

3 assessment adjustments in its cost of equity analysis?

4

5

Yes. Staff has moved to an approach of developing its ROE recommendation that it believes

is more straight forward, conceptually sound, and simpler to understand.

6

7

8

9

10

11

12

13

14

Let me say again that while Staffs recommended revenue requirement is based upon a

specific ROE recommendation, Staff also believes that defining a point-in-time specific fair

and reasonable ROE can only realistically be achieved to the point of establishing an ROE

range of reasonableness. Therefore, while Staff retains the right to evaluate and/or to argue

considerations of relevance that might support a more specifically defined ROE, Staff

generally believes that any ROE falling within the ROE range it will discuss in specific rate

case dockets would constitute an acceptable Commission decision. I will expand upon this

statement as I progress through my explanation of Staffs current approach to developing its

ROE recommendations.15

16

17 Q. Does Staff continue to include separate ROE modifiers for such things as financial

18 risk and the previous economic assessment adjustment?

19 No, because under the portfolio view and Staffs new methodology these separate modifiers

20 are not necessary.

21

22 Q.

23

Please explain how Staff believes the Commission should view the results of the ROE

range established through use of the traditional ROE Models.

24 A.

25

26

When boiled down, the argument regarding the ROE range defined through use of these

traditional ROE models is that any ROE falling within this range should be considered a

reasonable ROE for alternative investments with similar risk considerations. Or, said another

A.

A.

ll
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1

2

way, the lowest ROE resulting from the Model runs is just as valid as any other ROE point

defined by these Model runs.

3

4 Q. What was the ROE adder recommended by Mr. Bourassa?

5 A.

6

7

I would note that Mr. Bouxassa spends a great deal of time identifying and discussing such

risk factors, specifically on pages 50 through 51 of the cost-of-capital testimony he sponsors.

As seen on Mr. Bourassa's Schedule D-4.1, the Model-driven results have all been and

8

9

10

individually adjusted upward by 190 basis points for Bella Vista and 110 basis points for Rio

Rico, before factoring in a 30 basis point reduction in ROE for Bella Vista and a 30 point

reduction for Rio Rico attributable to Mr. Bourassa's financial risk arguments.

11

12 Q.

13

14

Are you aware of any other instances where Mr. Bourassa's testimony has suggested

that he was using an approach which gives consideration to these other risk factors is

very close to the manner being recommended by Staff?

15 A.

16

17

18

19

20

Yes. In the cost of capital testimony filed in both the instant Liberty Bella Vista rate case

(Docket No. 15-0367) and in the instant Liberty Rio Rico Water and Wastewater rate cases

(Docket No. 15-0368), page 6 line 14 through page 7, line 5, Mr. Bourassa seems to suggest

that he followed an approach very similar to die approach Staff is now recommending. In

response to a question regarding the "other risk factors" he considered in determining the

appropriate ROE for these three utility divisions, Mr. Bourassa says:

21

22
23
24
25
26

"I considered explicit adjustments to my ROE estimate for these
factors and I did take them into consideration when determining
where, within the reasonableness range of analytical results from
the DCF, CAPM, and RPM models, the required ROE for each of the
two utilities rightfully falls." [Emphasis supplied]

27

III IH
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1 Q. Ms. Brown, I would like to return to the initial caveat you expressed on behalf of Staff,

2 i.e.,

3
4
5
6
7
8
9

10
11

"Staff also believes that defining a point-in-time specific fair and
reasonable ROE can only realistically be achieved to the point of
establishing an ROE range of reasonableness. Therefore, while
Staff retains the right to evaluate and/or to argue considerations
of relevance that might support a more specifically defined
ROE, Staff generally believes that any ROE falling within the
ROE range it will discuss in specific rate case dockets would
constitute an acceptable Commission decision."

12

13

14

By Mis caveat is Staff suggesting that the Commission should accept its approach to

establishing an ROE but then continue to encourage parties to interject general

15

16

arguments regarding the recognition of ROE adders to accommodate other general

risk factors?

17 No. concerns

18

19

20

21

2 2

23

2 4

2 5

Re gu l a te d  u t i l i t i e s ,  e spe c i a l l y  sma l l e r  u t i l i t i e s ,  of t e n  r a i se a b o u t  t h e

complexities, cost, and lack of transparency associated with the process employed to define a

range of  reasonableness for ROE. Staff  shares, and understands these concerns and bel ieves

that steps to simplif ication should be given fair consideration. The caveat raised by Staff  was

not meant to suggest that Staff was only interested in injecting yet another layer of complexity

into the  process.  Staf fs intent was to acknowledge  the  broad discre t ion of  the  Commission

to base  i t s  f ina l  RCE dec i s ion on the  fu l l  range  of  ev idence  be fore  i t .  On a  case -by -case

basis, any number of additional considerations, individually and collectively, could impact the

Comlnission's ultimate ROE decision.

2 6

2 7 VIII. RATE OF RETURN RECOMMENDATION

2 8 Q . What overall rate of return did Staff determine for the Companies?

29 Staff detennined a 7.5 percent ROR for the Companies, as shown in Schedule CSB-1 and the

30 following table:

A.

A.

HW



Direct Testimony of Crystal S. Brown
Docket Nos. W-02465A-15-0367 et al.
Page 37

1

2

3

Bella Vista and Rio Rico
Table 3

Weight Cost
Weighted
Cost

Long-term Debt
Common Equity

30.00%
70.00%

3.47%
9.30%

1.0%
6.5%

Overall ROR 7.5%

4

5 Q. Does this conclude your direct testimony concerning Staffs recommendations

6 concerning the cost of capital?

7 A. Yes, it does.

8

9 FINANCING

10 Q. Would you please provide a brief background of the financing applications?

11 A. On November 2, 2015, the Companies each Bled a financing application to incur long term

12 debt. Bella Vista requested Commission approval to borrow an amount not to exceed

13

14

15

16

$4,700,000 from its parent company Liberty Utilities Co. ("Liberty Utilities"). Rio Rico

requested Commission approval to borrow an amount not to exceed $8,900,000 from its

parent company Liberty Utilities. On April 1, 2016, the certification of publication and proof

of mailing was filed.

17

18 Q. What is the purpose of the loan?

19 A.

20

21

The Companies state that the purpose of the loan is to rebalance its capital structure from

100 percent equity capital structure to a 70 percent equity and 30 percent debt capital

structure.

22

I'll\ l
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1 Q. What are the terms of the loan?

2 A. For Bella Vista, the total amount of the loan will not exceed $4,700,000 For Rio Rico, the

3

4

5

6

7

8

9

10

amount of the loan will not exceed $8,900,000 In addition, the Companies will enter into

additional loan agreements every six months as necessary to maintain a capital structure

consisting of 70 percent equity and 30 percent debt. However, at no time will the individual

loans exceed the total amount of debt that Bella Vista or Rico Rico requested. The interest

rate for each loan is equal to die average of the 10-year United States Treasury bond rate as

published on Bloomberg Financial Markets for the prior 30 days plus a percent spread to be

equal to the spread on Liberty Utilities' most recent private placement. The maturity date of

each loan is 10 years after closing on the loan.

11

12 Q . Did Staff perform a financial analysis?

13 A.

14

Yes. Staff performed a general financial analysis to ensure flat the Companies will have the

funds to make die required loan payments.

15

16

17

18

19

Staffs analysis is based on mc Staff adjusted test year ending December 31, 2014. The

financial analysis shown on Financing Schedules CSB-1 (Bella Vista) and CSB-3 (Rio Ricol

present selected financial information from the financial statements and the pro forma effect

of the proposed debt amount.

20

21 Q. Did Staff examine the effects of the proposed financing on the Company's TIER and

22 DSC?

23

24

25

26

A. Yes, Financing Schedules CSB-1 Bella Vista) and CSB-3 (Rio Rico) also show the debt

service coverage ("DSC") and the times interest earned ("TIER") ratio. DSC represents the

number of times internally generated cash lie. earnings before interest, income tax,

depreciation and amortization expenses) cover required principle and interest payments on
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1 debt. A DSC greater than 1.0 means operating cash flow is sufficient to cover debt

2 obligations .

3

4

5

6

7

TIER represents the number of times earnings before income tax expense covers interest

expense on debt. A TIER greater than 1.0 means that operating income is greater than

interest expense. A TIER less than 1.0 is not sustainable M the long term but does not

necessarily mean that debt obligations cannot be met M the short term

8

9 For Bella Vista, the TIER and DSC resulting from Staffs recommended revenue requirement

10 and fully drawing the loan in the amount of $4,700,0()0, taken over 10 years at 3.32 percent

11 interest, results in a pro forma TIER and DSC of 8.96 and 4.40, respectively

12 the TIER and DSC resulting from Staffs recommended revenue requirement and full

13 drawing the loan in the amount of $8,900,000, taken over 10 years at 3.32 percent interest

14 results in a pro forma TIER and DSC of 5.49 and 2.31, respectively. The pro forma TIER

15 and DSC show that the Companies would have adequate cash flows to meet all obligations

16 including the proposed debt.

17

18 Staff fur ther  concludes  dir t  is suance of  the debt  f inancing under  the condit ions

19

20

21

22

recommended by Staff for the purposes stated M die application is within the Companies

corporate powers, is compatible with die public interest, will not impair its ability to provide

services and is consistent with sound financial practices provided Staffs recommended

operating income and surcharge amounts are adopted

23

24 • What are Staffs recommendations?

25 A. Staff recommends:

Q

I I IIIII l 111111-1
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1 That die Conmlission authorize the Companies to incur a 10-year loan in an amount

2 not to exceed $4,700,000 for Bella Vista and $8,900,000 for Rio Rico with an interest

3 rate not to exceed that which is equal to the average of the 10-year United States

4

5

6

Treasury bond rate as published on Bloomberg Financial Markets for the prior 30

days plus a percent spread that is equal to the spread on Liberty Utilities' most recent

private placement.

7

8 That the Commission authorize the Companies to engage in any transaction and to

execute any documents necessary to effectuate the authorizations granted9

10

11 That die Companies be ordered to file with Docket Control, as a compliance item in

12 this matter, copies of the loan documents within 60 days of the execution o f any

13 Financing transaction authorized herein.

14

15 Q. Does this conclude Staffs direct testimony regarding the Companies' requested

16 financing approvals?

17 A. Yes, it does.

I I 'll Ill



Cost of Capital Schedules



Weighted

CostCostDescription Weight £0al

Staff Recommended Capital Structure for Bella Vista and Rio Rico

3.470 0

9.300 0

30.00 0

70.00 0

1.00 0

6.50 O

7.5%

Debt

Common Equity
Weighted Average Cost of Capital

Company Proposed Capital Structure

Bella Vista

30.00° 0

70.00° O

3.470 o

11.600 o

1,040 0

8.120 0

9.16%Weighted Average Cost of Capital

Rio Rico

30.00° 0

70.000 0

3.470 o

10.800 0

1.040 0

7.560 o

8.60%

Debt
Common Equity
Weighted Average Cost of Capital

[D] : [B] X [C]
Supporting Schedules: CSB-3 and CSB-4.

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-1

Capital Structure
And Weighted Average Cost of Capital

Staff Recommended and Company Proposed

[A] [B] [C] [D]

II



Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-2

Intentionally left blank
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Common

EquipDebt TotalCompany

American States Water

California \Voter

Aqua America

Connecticut Water

Middlesex Water

S]W Corp

York Water

38.7° 0

45.9%

50.3° 0

45.6° o

44.3° 0

54.7%

43.4° 0

61.3° 0

54.1° o

49.70 0

54.4° 0

55.70 0

45.3%

56.6° o

100.00 o

100.00 0

100.0%

100.0%

100.0%

100.0%

100.0° 0

46.1%Average Sample Water Utilities 53.9°/o 100.0%

30.00% 70.00% 100.0%

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-4

Average Capital Stnlcture of Sample Water Utilities

[A] [B] [C] [D]

Source:

Sample Water Companies from Value Line

I'll



Per Share

Das'

Eammgs
Per Share Per Share
Projected 2005 to 2014

D a s ' Eds*

Earnings
Per Share

Projected

EpslCompany

11.6%

5.0%

8.9%

5.2%

4.5%

8.5%

6.1%

American States Water

Califomla Water
Aqua Arnenca
Connecticut Water
Middlesex Water
SAW Corp
York Water

6.4%

1.4%

7.8%

1.90 0

1.4%

3.9%

3.9%

8.5%

8.8%
10.8%
6.0%
3.7%
7.0%

8.2%

7.5%
6.1%

7.8%
4.10 0
4.4%
NA

7.0%

3.8% 7.6% 7.1% 6.2%

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-5

Growth in Earnings and Dividends
Sample Water Utilities

[A] [B] [C] tD1 IE]

1 Value Line



G roth

Sustainable

Growth

0

be + vs

Stock

Financing

Growth

vs

Sustainable

Growth

Projected

Br + vs

Growth

Projected

4Company

7.8%

5.4%

6.7%

8.3%

5.5%

5.4%

7.0%

1.6%

1.5%

1.2%

3.7%

2.3%

1.0%

3.0%

4.6%

2.9%

4.3%

2.3%

1.6%

4.0%

2.4%

American States Water

California Water

Aqua America

Connecticut Water

Middlesex Water

SAW Corp

York Water

6.3%

4.4%

5.5%

6.0%

3.8%

5.0%

5.3%

6.2%

3.9%

5.5%

4.6%

3.2%

4.4%

4.1 %

4.5% 2.0%3.1% 5.2% 6.6%

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-6

Sustainable Growth

Sample Water Utilities

[A] [B] [C] [DI [IN] [F]

[B]: Value Line

[C]: Value Line

[D]: Value Line, MSN Money, and Form 10-Ks filed with the Securities and Exchange Commission (http://www.sec.gov/)

[E1= [B]+[D]

[F]=  [q+ [D ]



Va/ue Line

Beta

b

Spot Price

5 /4 /2016

Raw

Beta

beau/

0.60

0.60

Met To

Book

3.0

2.1

3.4

2.2

3.0

2.0

0.75

0.75

0.75

0.60

0.70

0.75

0.70

Book Value
14.06

13.55

9.63

21.51

12.65

17.33

8.76

Company

American States Water

California Water

Aqua America

Connecticut Water

Middlesex Water

SAW Corp

York Water L4

4924545
A I R
CWT
WTR

CTWS
MSEX
SAW

YORK

42.48

28.99

32.62

48,21

37.82

34.80

29.60

0.60

0.37

0.52

0.60

0.52

2.7 0.540.71Average

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-7

Selected Financial Data of Sample V(/ater Utilities

[A] [B] [C] [D] [E] [E] [G]

[C]: Msn Money

[D]: Value Line

[Elf [C] / [D]
[F]: Value Line
[G]: (-0.35 + [F]) / 0.67



Description g

DPS Growth - Historical (Sch CSB-5)

DPS Growth - Projected (Sch CSB-5)

EPS Growth - Historical (Sch CSB-5)

EPS Growth - Projected (Sch CSB 5)

Sustainable Growth - Historical (Sch CSB-6)

Sustainable Growth - Projected (Sch CSB 6)

3.8%

7.6%

7.10 O

6.2%

5.20 0

6.60 O

6.1%Average

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-8

Calculation of Expected Infinite Annual Growth in Dividends
Sample Water Utilities

[A] [B]

lInell I ll



Projected Dividendsz (Stage 1 growth)

Q T
41

Company

4924545 d2 do
American States Water
Cadifonua Water
Aqua America
Connecticut Water
Middlesex Water
saw Corp
York Water 0.63 0.67 0.71

Current Met.

Price (p.)1

11 I9/2367

42.5

29.0

32.6

48.2

37.8

34.8

29.6 0.75

Stage 2 growths

44)

Equity Cost
Estimate (Kl j

6.4% 8.5%

6.4% 8.8%

6.4% 8.6%

6.4% 86%

6.4% 9.1%

6.4% 9.9%

6.4% 8.5%

0.90 1.010.95 1.07
0.69 0.770.73 0.82

0.750.71 0.80 0.85
1.08 1211.14 1.28
1.01 1.141.07 1.21
1.22 1.371.29 1.46

Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-9

Multi-StageDCF Estimates
Final Costof Equity Estimates

[A] [B] [C] [D] [E] [F] [G] [H]

In Average 8.9%
P0

n
D,

(1 + Ky
+ D0(1+gn)

K - g (1+K)l

Where : 11,

D,
K

n

D"

8,

= current stock price

=dividends expected during stage 1

= cost of equity

= years of non - constant growth

= dividend expected in year n

= constant rate of growth expected after year n

1 [B] see Schedule CSB-7

2 Derived from Value Line Irrformatiorl

3 Average annual growth in GDP 1929 - 2012 in current dollars.

4 Internal Rate of Return of Projected Dividends

Ill



Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water 8¢ Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-10
Page 1 of 2

Capitalization - Bella Vista

Interest
Rate

Annual
Interest

Amount outstanding
as of 12/31/2014

Percentage of

Capital Structure

Long-Term Debt

Liberty Utilities - Proforma 3.47% 35 170,882 $5 2,632,308

Long-Term Debt $ 170,882 $ 2,632,308 30.00%

Short-Term Debt 0.0%

Short-Term Debt 35 0.00%

Total Debt $ 170,882 3; 2,632,308 30.00%

Stockholder's Equity

Common Shares Outstanding
Paid in Capital
Retained Earnings

3; 6,142,053

Total Stockholder's Equity $ 6,142,053 70.00%

Total Capitalization 3$ 8,774,361 100.00%



Liberty Utilities (Bella Vista Water) Corp.
Liberty Utilities (Rio Rico Water & Sewer) Corp.
Docket Nos. W-02465A-15-0367, ET AL.

Schedule CSB-10
Page 2 of 2

Capitalization - Rio Rico

Interest
Rate

Annual Amount outstanding Percentage of
Interest as of 12/31 /2014 Capital Structure

Long-Term Debt

Liberty Utilities - Proforma 3.47% 35 170,882 $ 4,924,545

Long-Term Debt 3 170,882 3 4,924,545 30.00%

Short-Tenn Debt 0.0%

Short-Term Debt $ 0.00%

Total Debt 8 170,882 3 4,924,545 30.00%

Stockholder's Equity

Common Shares Outstanding
Paid in Capital
Retained Earnings

11,490,604

Total Stockholder's Equity $ 11,490,604 70.00%

Total Capitalization $ 16,415,149 100.00%



Financing Schedules
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FINANCIAL ANALYSIS

Liberty Utilities (Bella Vista Water) Corp.
Docket Nos. W-02465A-15-0367, ET AL.
Application For Financing

Financing Schedule CSB-1

Selected Financial Information
Pro forma Includes Immediate Effects of the Proposed Long-term Debt

[A]

1
2
3
4
5

Operating Income
Depreciation 8< Amortization Expense
Income Tax Expense
Interest Expense on Debt
Repayment of Principal

12/31/2014
Staff Recommended Revenue
Full Amount of Proposed Loan

$ 888,499
$ 1,087,781
$ 454,471
33 149,944
$ 403,029

TIER
6 [1+3] : [4] 8.96

DSC
7 [1 +2+3] + [4+5] 4.40

8 Long-term Debt $ 4,296,971 41.16%

g Equity $ 6,142,053 58.84%

10 Total Capital $ 10,439,024 100.00%

lllll I



Liberty Utilities (Bella Vista Water) Corp.
Docket Nos. W-02465A-15-0367, ET AL.
Application For Financing

Financing Schedule CSB-2

Loan Amount Requested

Down Payment:

Amount Financed:

Number of years:

Interest rate (r):

$4,700,000

$0

$4,700,000

10

3.32%

Compounding Periods:

APR:

12

3.37%

LOAN AMORTIZATION SCHEDULE

Payments

Period

Loan

payment

(1)

Beginning-

of-month

principal

(2)

Interest

[ r * (2)]

(3)

Principal

[(1) . (Sn

(4)

End-of-month

principal

[(2) . (4)I

(5)

Annual

Interest

(6)

Annual

Principal

(7)

Annual

Debt Payment

(8)

1

2

3

4

5

6

7

8

9

10

11

12

$46,081.10

46,081.10

46,081.10

46,081 .10

46,081.10

46,081.10

46,081 .10

46,081.10

46,081.10

46,081.10

46,081.10

46,081.10

$4,700,000.00

4,66G,922.24

4,633,752.96

4,600,491 .91

4,567,138.84

4,533,G93.50

4,500,155.62

4,466,524.95

4,432,801.24

4.398,984.23

4,365,073.65

4,331,069.26

$13.003.33

12,911 .82

12,820.05

12,728.03

12,635.75

12,543.22

12,450.43

12,357.39

12,264.08

12,170.52

12,076.70

11,982.62

$33,077.76

33,169.28

33,261 .05

33,353.07

33,445.35

33,537.88

33,630.67

33,72371

33,817.01

33,910.57

34,004.39

34,098.47

$4,666,922.24

4,633,752.96

4,600,491 .91

4,567,13B.84

4,533,693.50

4,500,155.62

4,466,524.95

4,432,801 .24

4,398,984.23

4,365,073.65

4,331 ,069.26

4,296,970.79 149,943.95 403,029.21 552,973.16

H H l



FINANCIAL ANALYSIS

Liberty Utilities (Rio Rico Water and Wastewater) Corp.
Docket Nos. W-02465A-15-0367, ET AL.
Application For Financing

Financing Schedule CSB-3

Selected Financial Information
Pro forma Includes Immediate Effects of the Proposed Long-term Debt

[A]

1
2
3
4
5

Operating Income
Depreciation & Amortization Expense
Income Tax Expense
Interest Expense on Debt
Repayment of Principal

12/31/2014
Staff Recommended Revenue for Water 8¢ Wastewater Divisions

Fu/I Amount of Proposed Loan
$ 1,034,252
$ 860,153
$ 525,948
$ 283,936
$ 763,183

TIER
6 [1+3] : [4] 5.49

DSC
7 [1+2+3] + [4+5] 2.31

8 Long~term Debt $ 8,136,817 56.99%

g Equity $ 6,142,053 43.01%

10 Total Capital $ 14,278,870 100.00%

lulu



Liberty Utilities (Rio Rico Water and Wastewater) Corp.
Docket Nos. W-02465A-15-0367, ET AL.
Application For Financing

Financing Schedule CSB-4

Loan Amount Requested

Down Payment:

Amount Financed:

Number of years:

Interest rate (r):

$8,900,000

$0

$8,900,000

10

3.32%

Compounding Periods:

APR:

12

3.37%

LOAN AMORTIZATION SCHEDULE

Payments

Period

Loan

payment

(1)

Beginning-

of-month

principal

(2)

Interest

[ r * (2)]

(3)

Principal

[(1) . (3)]

(4)

End-of-month

principal

[(2) . (4)]

(5)

Annual

Interest

(6)

Annual

Principal

(7)

Annual

Debt Payment

(8)

1

2

3

4

5

6

7

8

g

10

11

12

$87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

87,259.95

$8,900,000.00

8,837,363.38

8,774,553.47

8,711,569.79

8,648,411 .85

8,585,079.17

8,521,571.28

8,457,887.57

8,394,027.88

8,329,991.41

8,265,777.77

8,201 ,386.47

$24,623.33

24,450.04

24,276.26

24,102.01

23,927.27

23,752.05

23,576.35

23,400.16

23,223.48

23,046.31

22,868.65

22,690.50

$62,636.62

62,809.91

62,983.68

63.157.94

63,332.68

63,507.90

63,683.60

63,859.79

64,036.47

64,213.64

64,391 .30

64,569.45

$8.837,363.38

B,774,553.47

8.711 ,569.79

8,648.411 .85

8.585,079.17

8,521 ,571 .28

8,457,887.67

8,394,027.88

8,329,991 .41

8,265,777.77

8,201 ,386.47

8,136,817.02 283,936.42 763,182.98 1,047,119.39

nu l



BEFORE THE ARIZONA CORPORATION COMMISSION

DGUG LITTLE
Chairman

BOB STUMP
Commissioner

BOB BURNS
Commissioner

TOM FORESE
Commissioner

ANDY TOBIN
Commissioner

IN THE MATTER OF THE APPLICATION OF )
LIBERTY UTILITIES (BELLA VISTA WATER) )
CORP., AN ARIZONA CORPORATION, FOR A )
DETERMINATION OF THE FAIR VALUE OF )
ITS UTILITY PLANTS AND PROPERTY AND )
FOR INCREASES IN ITS WATER RATES AND )
CHARGES FOR UTILITY SERVICE BASED )
THEREON. )

>

DOCKET no. W-02465A-15-0367

IN THE MATTER OF THE APPLICATION OF
LIBERTY UTILITIES (BELLA VISTA WATER)
CORP., AN ARIZONA CORPORATION, FOR
AUTHORITY TO ISSUE EVIDENCE OF
INDEBTEDNESS IN AN AMOUNT NOT TO
EXCEED $4,700,009

)
)
)
)
)
)
)

DOCKET no. W-02465A-15-0370

IN THE MATTER OF THE APPLICATIQN OF )
LIBERTY UTILITIES (RIO RICO WATER & )
SEWER) CORP., AN ARIZONA CORPORATION,)
FOR A DETERMINATION OF THE FAIR )
VALUE OF ITS UTILITY PLANTS AND )
PROPERTY FOR INCREASES IN ITS WATER )
CHARGES FOR UTILITY SERVICE BASED )
RATES AND THEREON. )

)

DOCKET NO. WS-02676A-15-0368

IN THE MATTER OF THE APPLICATION OF )
LIBERTY UTILITIES (RIO RICO WATER & )
SEWER) CORP., AN ARIZONA CORPORATION,)
FOR AUTHORITY TO ISSUE EVIDENCE OF )
INDEBTEDNESS IN AN AMOUNT NOT TO )
EXCEED $8,900,000 )

)

DOCKET no. WS-02676A -15-0371

l_llll I
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EXECUTIVE SUMMARY
LIBERTY UTILITIES (BELLA VISTA WATER)

LIBERTY UTILITIES (RIO RICO WATER & SEWER)
DOCKET nos. W-02465A-15-0367, W-02465A-15-0370

WS-02676A-15-0368 AND WS-02676A-15-0371

On behalf of Staff, Mr. Armstrong is Being testimony, supporting Staffs recommendations
regarding the Liberty Utilities request to implement its Fair Value Arizona Rate Evaluation Model
("FARE").

Staff recommends that the Commission deny the Company's request to be audiorized to use
the FARE model as a pilot program in its Bella Vista Water and Rio Rico Water/Sewer Division
service areas.



Direct Testimony ofjarnes R. Armstrong
Docket Nos. W-02465A-15-0367 et al.
Page 1

1 INTRODUCTION

2 Q. Please state your name, occupation, and business address.

3 A.

4

5

6

My name is James R. Armstrong. I am employed as the Chief Accountant of the Revenue

Requirements and Audits Section of the Utilit ies Division ("StafF'),  of the Arizona

Corporation Commission ("ACC" or "Commission"). My business address is 1200 West

\X/ashington Street, Phoenix, Arizona 85007.

7

8 Q. Please provide an overview of your education and work experience.

9

10

11

I hold a Master Degree with a concentration in Accounting and a Bachelor Degree with a

concentration in Finance, both received from Kansas State University. I have earned the

distinction of being a Certified Public Accountant ("CPA"), though I do not practice as a

12 CPA. I have worked in the area of utility regulation for over 30 years. Approximately 11

13

14

15

16

17

years of this time was spent as the Rate Manager and/or as the Manager of Financial Planning

for Oklahoma Natural Gas Company. I've also served in various capacities for the Kansas

Corporation Commission, the Oklahoma Corporation Commission, and the Residential

Utility Consumer Gftice ("RUCO") in Arizona. I began my current employment with die

ACC in September of 2012.

18

19 SCOPE OF TESTIMONY

20 Q. What is the purpose of your current testimony?

21

22

23

I am tiling testimony, on behalf of Staff, supporting Staffs recommendations regarding the

Fair Value Arizona Rate Evaluation Model ("FARE") proposal for use in both tlle Liberty

Bella Vista Water and Liberty Rio Rico Water & Sewer service areas.

24

A.

A.



Direct Testimony ofjarnes R. Armstrong
Docket Nos. W-02465A-15-0367 et al.
Page 2

1 Q. What is the FARE model?

2 A.

3

4

5

6

7

8

9

10

11

12

13

The description provided by Liberty Utilities ("Liberty" or "Company") witness Mr. Garlick

is that FARE is the ratemaking model Liberty's ratemaking experts came up with in response

to the August 18, 2015 Opinion of the Arizona Court of Appeals regarding die RUC() appeal

of two decisions rendered by the ACC related to the adoption of a system improvement

benefit mechanism ("SIB") for the Arizona Water Company. Mr. Garlick goes on to describe

FARE as a different ratemaking model that would "use regularly scheduled Filings to reach

updated fair value findings, promoting rate gradualism and rate stability, and minimizing the

adverse consequences of regulatory lag. The intended purpose and result will be to keep rates

fair by updating revenues, plant and expenses each year in a simplified but entirely open and

transparent process." Further, Liberty proposes the FARE model as a pilot program to be

authorized for five years for use in all Mree of the service areas covered by its pending rate

filings - Bella Vista, Rio Rico Water and Rio Rico Sewer.

14

15 Q.

16

Before discussing the Company's FARE proposal in more detail, what is Staff

recommending with regard to this approval request?

17 Staff recommends that the Company's request for approval of the FARE model be denied.

18

19

20

21

22

23 can

24

25

26

A.

This recommendation is being made for three primary reasons. First, because the referenced

Court Opinion is under appeal and the ultimate outcome of this appeal process is not known,

Staff believes the Company's request for Commission approval of the FARE model is

premature. Second, the processing of the rate case filings being labeled as "FARE model rate

filings" be effectively accommodated by the Commission's existing rate case filing

guidelines if the Company desires to docket more frequent rate cases. In fact, the 20 filing

example schedules attached to the Liberty FARE model are, in essence, simply blank versions

of schedules required to accompany the current AAC § R14-2-103 rate review filing



Direct Testimony ofjames R. Armstrong
Docket Nos. W-02465A-15-0367 et al.
Page 3

1

2

3

4

5

schedules. There is really no need for an alternative or "different" ratemaking model when

the proposed new model is, for all practical purposes, just a series of compressed timelines

for processing a series of rate cases using the AAC § R14-2-103 guidelines. Third, Staff

believes that the FARE ratemaking model, as proposed and structured, should be rejected

because the proposed pilot program presents various shortcomings.

6

7 •

8

Please provide more details  regarding the status of the SIB mechanism Court

Decision. Why is Liberty proposing the FARE at this time?

9 A.

10

11

12

13

14

15

16

17

18

As previously noted, Liberty indicates that its proposed FARE was developed "in response to

the August 18, 2015 Opinion of die Arizona Court of Appeals regarding the Residential

Utility Consumer Office appeal of two decisions rendered by die Arizona Corporation

Commission related to the adoption of a system improvement benefit mechanism ("SIB") for

the Arizona Water Company." Liberty is apparently trying to be responsive to these court

decisions; however, it is important to recognize that these court cases are still pending. Until

those cases have been completed, we can only speculate as to what the future holds for use of

die SIB, and perhaps for other ratemaking mechanisms. Refinements to the existing SIB

mechanism structure may eventually need to be made but, in any event, it is premature to

conclude that a different ratemaking model is going to be needed to replace the SIB.

19

Q
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1 Q.

2

3

4

Please expand upon the second reason for Staffs recommendation that the FARE

model be denied, that reason being that if Liberty believes that more frequent rate

filings need to be processed, existing Commission Rules already allow for more

frequent rate case filings.

5 A.

6

7

8

9

10

11

While Staff is not advocating unreasonably frequent rate case Slings for the ACC-regulated

utilities, the truth is that frequent rate case filings are not prohibited under existing

Commission rules. However, rate case filings may be affected by the need of the parties to a

rate case to be positioned to reasonably and logically annualize the "effects" of past rate

increase decisions. The effects of past Commission decisions would include not only an

ability to annualize revenues for authorized rate increases but also, perhaps, an opportunity to

see the results of past decisions reflected M the us]ity's operations and new test year data

12

13

14

15

16

17

18

19

It is rather interesting to note that under the Liberty FARE model proposal other adjustor

mechanisms would continue to be used (Ag. CAP water and purchased power cost

adjustment mechanisms) so there would be no resource commitment reducions, or cost

savings, related to the on-going need to File and review the annual/quarterly filings associated

with those mechanisms. In fact, the proposed ongoing utilization of such mechanisms would

be yet anodier complicating factor that the parties would confront in processing FARE

model filings. I will return to this discussion as a part of my explanation of the third reason

20 Staff recommends denying the FARE approval request

21

22 Q.

23

Please identify and explain some of the most significant shortcomings associated with

the Company's FARE ratemaking model proposal

24

25

The Company's FARE ratemaking model proposal lacks sufficient front-end planning and

also lacks clarity regarding many details that would need to be clearly and unquestionably

26 understood by all parties in order for a new ratemaking model proposal to be successful. As

A.

Ill
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1 a result, Staff believes the amount of time required, the level of effort, the complexity, the

2 cost,

3

4

5

6

7

8

and the ultimate value of the outcome to ratepayers as well as to the Company are all

uncertain. Staff does not intend to list all of the shortcomings it found surrounding the

Liberty FARE ratemaking model but suffice it to say on behalf of Staff that the proposed

FARE ratemaking model follows an approach to managing regulatory lag which, in my

opinion, can only lead to case processing frustration and the need to deal with very long and

unending series of currently unresolved questions. Any plan that will result in confusion will

also lead to a less than efficient use of time and resources.

9

10

11

In my opinion, Liberty would like to get the FARE concept approved as a pilot program and

then leave to the future the actual structure and platform under which the model would play

12 out. In his testimony, Company witness Mr. Garlick makes comments to the effect that the

13

14

15

16

17

18

19

20

21

Company "hopes" the rollout of this model over a Eve year period will not create an

overwhelming amount of work and that the Company is "committed to working hard to

develop the best possible model." This testimony suggests that the Company is recognizing

that there will be a lot of additional work required to roll this model out and forward.

Further, in response to Staffs discovery surrounding the Company's FARE model proposal,

the Company repeatedly indicated that it stands ready to facilitate ongoing discussions

regarding modifications to its FARE proposal. Staff believes dirt much more forethought

should have gone into the FARE model proposal instead of just hoping for a successful and

efficient roll out of this ratemaldng alternative, but promising to find solutions to problems as

22 they arise.

23
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1 Q.

2

3

Please provide some specific examples of where Staff believes the Company's FARE

model proposal failed to reasonably anticipate and pre-plan for the information flow

hurdles that Staff believes will inevitably surface?

4 First I want to again note that Staff does not believe that it is necessary, or beneficial to the

5 Commission, for Staff to attempt to develop an all-inclusive list of these shortcomings. That

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A.

being said, the Company's response to several of Staffs data requests related to the FARE

model clearly indicates dirt many key considerations have been simply left to a future point M

time to develop. For example, M the response provided to Staff Data Request JRA 3.2,

Liberty indicated that it has not attempted to develop an actual proposed tariff related to the

FARE mechanism. In response to Staff Data Request ]RA 3.3, Me Company indicated that

"it has not attempted to develop a specific list of minimum Bling requirements ("MFRs") that

it believed should be required by the Commission to accompany all FARE submittals," but

then went on to suggest that it is willing to "consider" minimum filing requirements that Staff

might recommend. Third, in Staff Data Requests JRA 3.26 and 3.27 the Company was asked

to identify the activities that the parties would need to undertake during each of the short

processing times that are a part of the FARE, and also to identify the timeline for each of

these identified activities. Effectively, in its response, the Company said it could not provide

this information. A logical question is, how is it possible to assess the reasonableness of a

review process timeline if no effort has been undertaken to identify the activities that must be

completed, to assess how much time it will take to complete each such activity, and to show

how ALL required activities can be completed within the stated timeframe? The answer, of

course, is this cannot be done. Accompanying this shortcoming is the fact that FARE model-

related resource demands (on Staff, the Company and other parties of interest) cannot be

determined without having greater details regarding these required activities. In my opinion,

within a fully thought-out rate model development strategy, the results from this exercise



Direct Testimony ofjames R. Armstrong
Docket Nos. W-02465A-15-0367 et al.
Page 7

1 would need to be linked back to the MFR development stage, but no such link is observable

2 within the Company's FARE model development.

3

4 Q. Under the Liberty FARE model proposal, will the use of adjustor mechanisms for

5 certain operating expenses, such as purchased power cost changes, continue?

6 A.

7

8

9

10

11

12

Yes. This is an example of the details within the Company's FARE model proposal that have

not been well thought out or at least not well explained. The "devil is always in the details",

as they say, and the ability of the parties to assess whether or not the Company's actual

earnings exceed the ROE band parameters, or how much of a rate change is really necessary

at each measurement point, is going to be a much more complex series of  f inancial

maneuvers due to the need to give specific consideration to the cost recovery implications

associated with any such approved mechanisms. Such questions should certainly not just be

13 left to future debate.

14

15 Q. Mr. Garlick has made statements to the effect that the Company is committed to

16

17

18

19

20

"working hard to develop the best model possible" and that he hopes "our regulators

can meet us part way in this effort with the vision to see that change is needed despite

the hurdles." In the spirit of this request, does Staff have specific suggestions to

make, or alternative recommendations to propose, that it believes would move

Arizona's ratemaking policies in a positive direction?

21 A.

22

Yes, I have two comments to offer on behalf of Staff. First, with regard to the FARE model

or  any currently proposed substitute for  this proposal,  Staff truly believes that  the

23 Commission should not attempt to get ahead of the pending SIB court decision appeal. Staff

24

25

26

stands ready to work with all parties to respond to the provisions of that eventual decision in

a productive manner so that well-reasoned ratemaking mechanisms can continue to be

utilized. The Commission's immediate commitment should not be attempting to understand
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1

2

3

4

5

6

and digest an entirely new, but detail-lacking alternative, ratemaking model. Second, as the

Company has probably already gathered from my earlier testimony, Staff believes it is always

important to anticipate, evaluate, and really think dmrough any new ratemaking proposals

before asking to roll out a new initiative, even as a pilot program. In my opinion, leaving too

much to be sorted out in the future, as I believe die FARE proposal does, is just asking for

future misunderstandings and case processing challenges and headaches.

7

8 Q. Does Ms conclude your direct testimony comments regarding the Liberty FARE

9 ratemaking model proposal?

10 A. Yes it does.
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1 INTRODUCTION

2 Q. Please state your name and business address.

3 A.

4

My name is Michael Thompson. My business address is 1200 West Washington Street,

Phoenix, Arizona 85007.

5

6 Q. By whom and in what position are you employed?

7 A. o r as 2

8

I am employed by the Arizona Corporation Commission l"Commission" "ACC")

Utilities Engineer - Water/Wastewater M the Utilities Division.

9

10 Q . How long have you been employed by the Commission?

11 A. I have been employed by the Commission since June 2013.

12

13 Q. What are your responsibilities as a Utilities Engineer - Water/Wastewater?

14 A.

15 include:

16

17

18

As a Utilities Engineer specializing in water and wastewater engineering, my responsibilities

the inspection, investigation, and evaluation of water and wastewater systems,

obtaining data and preparing investigative reports; providing technical recommendations and

suggesting corrective action for water and wastewater systems, and providing written and oral

testimony in rate cases and other cases before the Cornrnission.

19

20 Q. How many companies have you analyzed for the Utilities Division?

21 A.

22

I have analyzed 20 companies covering various responsibilities for the Utilities Division Staff

("Utility:ies Staff" "Staff").o r

23

24 Q. Have you previously testified before this Commission?

25 A. Yes, I have testified before dlis Commission.

26

l
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1 Q. What is your educational background?

2

3

4

I graduated from the SUNY College of Environmental Science and Forestry ("ESF") at

Syracuse, New York, and Syracuse University ("SU") at Syracuse, New York. I have a

Bachelor of Science Degree in Pulp and Paper Engineering from ESF and Chemical

5 Engineering from SU.

6

7 Q. Briefly describe your pertinent work experience.

8 A.

9

10

11

12

13

14

Prior to my employment with the Commission, I was the Operations Engineer, from 2009 to

2012, for the Southwest and Central Districts of Golden State Water Company ("GSWC"),

located M Garden and Santa Fe Springs, California, respectively. As the Operations

Engineer, I provided technical assistance and support to die districts' operations departments

with primary focus on resolving operational problems and optimizing the efficiency of the

water system operations. Prior to my employment with GSWC, I was employed wide

Chaparral City Water Company ("Chaparral"), from 2002 to 2009, as District Operations

15 Engineer. While at Chaparral, I performed all capital, new business, and water quality

16

17

18

19

activities within the district. I served as field engineer/construction manager for all capital

and new business projects under construction. I also managed all water quality activities

including monitoring, sampling, and reporting as required by 40 CFR (National Primary

Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4.

20

21

22

23

From 2000 to 2002, I was employed with the Fountain Hills Sanitary District as Engineering

Assistant. I performed plan review of all commercial and residential projects in the Town of

Fountain Hills, and managed the district's construction projects.

24

25

26

From 1996 to 2000, I was employed as an Environmental Engineering Specialist with the

Arizona Department of Environmental Quality ("ADEQ"). During that time period, I

-l_ll ll I'll mm ll

A.
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1 maintenance site inspections of public water systems in Gila,

2

performed operations and

LaPaz, Mohave, and Southwester Yavapai counties.

3

4 Q. Please state your professional memberships, registrations, and licenses.

5 A.

6

7

8

I am registered as a Professional Engineer (Civil) in the State of Arizona, a Grade 2 Certified

Water Treatment Plant Operator, and a Grade 3 Certified Water Distribution System

Operator. I am a member of the American Water Works Association and Arizona Water

Association.

9

10 PURPOSE OF TESTIMONY

11 Q. What was your assignment in this rate proceeding?

12

13

My assignment was to provide Staffs engineering evaluations for the Liberty Utilities (Bella

Vista Water) Corp. ("Liberty Bella Vista" or "Company") rate and financing proceedings.

14

15 Q. What is the purpose of your testimony in this proceeding?

16 A.

17

18

My testimony presents the findings of Staff's engineering evaluation of the operations for the

Liberty Bella Vista Water System. The fmdjngs are contained in the Engineering Report that

I have prepared for this proceeding. The report is included as Exhibit MST-1 in this pre-filed

19 testimony.

20

21 ENGINEERING REPORT

22 Q. Please describe the information contained in your Engineering Report.

23

24

25

26

The Report is divided into three (3) general sections: 7) Exeentiz/e Snfnnnzg/, 2) Engineering

Report/ Diifenffion, and 3) Engineering Report Figure; nndAz7ae/onzenls. The Difennion sect ion for the

Liberty Bella Vista Water System is further divided into nine (9) subsections: 7) Introdnetion,

Location, and H£5/00' of iN Wafer .SJ/Mein, 2) Deymblion of the Wafer Sys/enz, 3) Weller Usage, 4)

A.

A.

II - '11 I l l I  N  l
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1

2

3

Growth, 5) Ariana D¢a¢'!/went Enwlr0nn1en!u/ Que/ig Cowpanre, 6) Arizona D¢an'w2en! of Wafer

Resoufves Compliance, 7) Arizona Co¢orazion Commission Co#¢/fame, 8) D¢retiation Rater, 9) Other

Issuer, and 70) Financing..

4

5 Q. Was the Engineering Report prepared by you?

6 A. Yes.

7

8 CONCLUSIONS AND RECOMMENDATIONS

9 Q. What are Staffs conclusions and recommendations regarding the operations of the

10 SWC WaterSystem?

11 Staffs conclusions and recommendations are contained in the Executive Summary of the

12 Engineering Report.

13

14 Q. Does this conclude your Direct Testimony?

15 A.

A.

Yes, it does.
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ENGINEERING REPORT FOR
Liberty Utilities (Bella Vista Water)
Corporation
Docket No. W-02465A-15-0367, Et Al.
(Rates & Financing)

1 By Michael Thompson, P. E.

March 23, 2016

EXECUTIVE SUMMARY

CONCLUSIONS

1. The Arizona Corporation Commission ("ACC" or "Comlnission") Utilities Division Staff
("Utilities Staff" or "Staff") concludes that the Liberty Utilities (Bella Vista Water)
Corporation ("Liberty Bella Vista" or "Company") City, South, Northern Sunrise, and
Southern Sunrise water systems have adequate production and storage capacity to serve the
present customer base and any reasonable grower.

Liberty Bella Vista's current CC&N covers an area totaling approximately 33.18 square-miles
(21,244.66 acres), and consists of seven (7) non-contiguous areas.

3. The Arizona Department of Environmental Quality ("ADEQ") Drinking Water Compliance
Status Report ("CSR"), dated February 3, 2016, indicates that the Liberty Bella Vista's City,
South, Nordlern Sunrise, and Southern Sunrise water systems, are currently delivering water
that meets water quality standards required by 40 CFR 141 (National Primary Drinking
Water Regulations) and Arizona Administrative Code, Title 18, Chapter 4.

4. Liberty Bella Vista's City, South, Northern Sunrise, and Southern Sunrise water system
service areas are not located within an Active Management Area ("AMA"). According to the
Arizona Department of Water Resources ("ADWR") water provider compliance report,
dated January 19, 2016, Liberty Bella Vista water systems are in compliance with ADWR
requirements governing water providers and/or community water systems.

Liberty Bella Vista's water loss during the test year for the City & South water system
combined, and the Northern Sunrise water system Mustang/Crystal & Coronado/Sierra
Sunset systems combined) was 9.41 percent and 6.23 percent, respectively, which are within
due acceptable limits.

6.

5.

2.

Liberty Bella Vista's Southern Sunrise water system (Cochise/Horseshoe and Miracle Valley
systems combined) water loss during the test year was 17.08 percent, which is not within the
acceptable limits.



7. According to the Commission's Utilities Division Compliance Section database, Liberty
Bella Vista's City, South, Northern Sunrise, and Southern Sunrise water systems currently
have no delinquent Commission compliance items.

Liberty Bella Vista's City, South, Northern Sunrise, and Southern Sunrise water systems have
approved Cross-Connection/Backflow Prevention and Curtailment Tariffs on File with the
Commission.

Liberty Bella Vista currently has an approved Off-Site Hook-up Fee Tariff on file with the
Commission. The tariff became effective April 7, 2011 per Decision No. 72251. Liberty
Bella Vista has proposed changes to its current off-site hook-up fees. However, Liberty
Bella Vista was unable to provide documentation supporting its proposed increases. Table
AD indicates Liberty Bella Vista's current and proposed off-site hook-up fees.

10. Liberty Bella Vista has five (5) Best Management Practice ("BMP") Tariffs on File with the
Commission. The five (5) BMP's were approved per Decision No. 72530, August 17, 2014.

11. Liber ty Bella  Vista 's City & South water  systems Post  Test  Year  ("PTY") Capital
Improvement Projects and Blanket Projects were found to be used and useful.

12. Liberty Bella Vista's Northern Sunrise water system PTY Blanket Projects were found to be
used and useful.

13. Liberty Bella Vista's Southern Sunrise water system PTY Blanket Projects were found to be
used and useful.

RECOMMENDATIONS

1. Staff recommends the annual water testing expenses of $50,350 be used for purposes of this
proceeding.

Staff further recommends that Liberty Bella Vista begin tracking, quantifying, and recording
all consumed water associated with Unbilled Authorized Consumption for removal from the
water loss calculation.

Staff further recommends that Liberty Bella Vista monitor the Southern Sunrise water
system for an additional 12-month period to prepare an updated water loss report. If the
reported water loss remains above 10 percent, Liberty Bella Vista shall submit a water loss
reduction report containing a detailed analysis and plan to reduce its water loss to 10 percent
or less. If Liberty Bella Vista believes it is not cost effective to reduce water loss to 10
percent or less, it shall submit a detailed cost benefit analysis to support its opinion. In no
case shall Liberty Bella Vista continue to allow water loss to be greater than 15 percent. The
water loss reduction report or the detailed cost benefit analysis, whichever is submitted, shall
be docketed as a compliance item within 18 months from the effective date of an order
issued in this proceeding.

4.

2.

3.

9.

8.

Staff further recommends that Liberty Bella Vista continue to use the Staff recommended
depreciation rates listed in Table AB.



5. Staff further recommends approval of Liberty Bella Vista's proposed service line and meter
installation charges included in Table AC.

6. Staff further recommends the service line and meter installation charges listed under "Staffs
Recommendations" in Table AC be adopted.

7. Staff further recommends that Liberty Bella Vista continue to use the hook-up fees listed
under "Staffs Recommendations" M Table AD.

8. Staff further recommends that the updated Curtailment Tariff submitted in response to Staff
Data Request No. 6, as shown in Attachment 2, be approved.

9. Staff further recommends that the Cross-Connection/Backflow Prevention Tariff submitted
with its application, as shown in Attachment 1, be approved.

10. Staff further recommends that Liberty Bella Vista separate its water usage data for each
system within the Bella Vista City & South, Northern Sunrise, and Southern Sunrise Water
Systems going forward.
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A. INTRODUCTION, LOCATION, AND HISTORY OF COMPANY

Rafe and Financing Applications

On October 28, 2015, Liberty Utilities (Bella Vista Water) Corporation ("Liberty Bella Vista"
or  "Company") filed an application with the Arizona Corporation Commission ("ACC" or
"Commission") for approval of a rate increase, with a 2014 test year, in Docket No. W-02465A-15-
0367. Liberty Bella Vista's current rates were approved in Commission Decision No. 72251 dated
April 7, 2011 .

On November 2, 2015, Liberty Bella Vista Bled a Financing application (Docket No. W-
02465A-15-0370) requesting approval to borrow 34,700,000 from Liberty Utilities Company, an
affiliate of Liberty Bella Vista. The purpose for the loan is for Liberty Bella Vista to rebalance its
current capital structure of 89.68 percent equity and 10.32 percent debt to a capital structure
consisting of 70 percent equity and 30 percent debt.

On December 24,  2015, Docket Nos.  W-02465A-15-0367 (Liberty Bella  Vista Rate
Application), W-02465A-15-0370 (Liberty Bella Vista Financing Application), W-02676A-15-0368
(Rio Rico Rate Application), and W-02676A-15-0371 (Rio Rico Financing Application) were
consolidated.

Location of Company

Liberty Bella Vista is a Class B public utility water company that provides service to
approximately 9,762 metered connections.1 Liberty Bella Vista is comprised of six (6) water systems,
each assigned a Public Water System (PWS") number by Arizona Department of Environmental
Quality ("ADEQ"), that includes the City System, South System, Northern Sunrise System
(comprised of the Crystal/Mustang and Coronado/Sierra Sunset systems), and Southern Sunrise
System (comprised of the Cochise/Horseshoe and Miracle Valley systems). The City, South,
Norther Sunrise, and Southern Sunrise water systems shown M Figure 1, located M the Figure
section of this report, are groundwater-based systems serving the City of Sierra Vista, Arizona and its
surrounding area. Sierra Vista is located approximately 75 miles southeast of the city of Tucson off
Interstate Highway 90 in Cochise County, Arizona.

Company Ownership and Cerlyivate of Conveniente and Neaeffiy ('CC29°N'Q Hiring/

On August 31, 2009, Bella Vista Water Company, Inc. ("BVWC"), Nordmern Sunrise Water
Company, Inc. ("NSWC"), and Southern Sunrise Water Company, Inc. ("SSWC") submitted a joint
application for approval of authority to transfer utility assets from NSWC and SSWC to BVWC. On
September 1, 2009, BVWC, NSWC, and SSWC jointly filed a motion to consolidate its joint
application for approval of authority to consolidate operations and rates, and for the transfer of utility
assets to BVWC. In Decision No. 72251, dated April 7, 2011, the joint application to consolidate

* Per water use data submitted with the application.
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operations and transfer utility assets to B C was approved, authorizing the transfer of NSWC and
SSWC CC&N's and assets to B C.

On June 26, 2013, Liberty Bella Vista,2 formerly known as BVWC, submitted an application
for an extension of the Liberty Bella Vista's South water system CC&N to provide water service to
the Kings Ranch at Coronado Subdivision located in die eastern portion of Section 34, Township 23
South, Range 21 East of the Gila and Salt River Meridian, Cochise County, Arizona. In Decision No.
74257, dated January 7, 2014, the CC&N extension to provide water to the property described in its
application was approved. Liberty Bella Vista's current CC&N, which covers an area totaling
approximately 33.18 square-miles (21,244.66 acres) and consists of seven (7) non-condguous areas, is
shown in Figure 2.

B. DESCRIPTION OF THE WATER SYSTEMS

Liberty Bella Vista was visited on January 13, 14, and 21, 2016, by Staff Utilities Engineer,
Michael Thompson. During the field inspection, Mr. Thompson was accompanied by Company
representatives Mr. Martin Garlant (Business Manager, Liberty Utilities _ South), Mr. A. ]. Garcia
(Operations Manager, Liberty Bella Vista), and Mr. Gerry Becker Manager - Rates & Regulatory,
Liberty Utilities - South).4

1) C28' 29" Sou!/9 Water Jjaflenzx

a) City Water System

Liberty Bella Vista's City water system consists of eighteen (18) active groundwater wells,
seventeen (17) storage tanks, fourteen (14) booster pump stations (consisting of thirty-six (36)
booster pumps), fourteen (14) hydro-pneumatic pressure tanks, three (3) bladder tanks), and a looped
distribution system that encompasses three (3) pressure zones. Additionally, the water system has
supervisory control and data acquisition ("SCADA") communication systems at Wells Sites No. 5, 7,
8, 14, 18, and 19. Schematics of the water system are illustrated in Figures 3 through 19. Detailed
listings of the well, storage tank, and booster pump station facilities are included in Tables A - C.

b) South W System

one
Liberty Bella Vista's South water system consists of thirteen (13) active groundwater wells,

(1) inactive groundwater well, twenty-one (21) storage tanks, seventeen (17) booster pump

2 In May 2013, the Board of Directors of Bella Vista Water Company, Inc. resolved to change the corporation's name to Liberty
Utilities (Bella Vista Water) Corporation. The Commission's Corporation Division records indicate that the corporation formerly
known as Bella VistaWater Company, Inc. is currently known as Liberty Utilities (Bella Vista Water) Corporation ("Liberty Bella
Vista").
3 The description of the water systems is based on one, or a combination of, the following sources: 1) Company's Application, 2)
Information contained in the Company's Response to Staff Data Requests and, 3) Information collected during Staffs site visit.
4 Mr. A. ]. Garcia is certified with the Arizona Department of Environmental Quality ("ADEQ") as a Grade 3 Water Distribution
System Operator, a Grade 1 Water Treatment Plant Operator, a Grade 1 Wastewater Collection System Operator, and a Grade 1
Wastewater Treatment Plant Operator. Mr. Garcia's ADEQ Operator Identification No. is OP021890, with an expiration date of
February 28, 2019.

ll I



16(S) No. 55-610134 50 300 432,000 501 12 4 1960

(I) No. 18 55-518083 250 1,200 1,728,000 1,000 16 10 1987

,;, syéfém A¢av¢~weus T a b l e A M m m :Belia W 488£11 534:39

Well ID

1(s) vv No. 55-560741 15 110 158,400 400 8 4 1997

is) vv No. 2 55-560742 15 160 203,400 385 8 4 1997

1(3) No. 55-610120 40 240 345,600 640 12 4 1956

(S) No. 2 55-610121 50 220 316,800 649 12 4 1958

(S)No.3 55-610122 50 240 345,600 605 12 6 1968

(S) No. 5 55-610123 50 300 432,000 620 14 4 1972

(S)No.7 55-610125 100 470 676,800 475 16 6 1968

(8) No. 8 55-610126 60 300 432,000 645 12 6 1954

(S) No. 9 55-610127 15 47 67,680 618 8 3 1954

10(S) No. 55-610128 15 40 57,600 630 10 3 1956

11(s) No. 55-610129 60 300 432,000 696 12 4 1956

(s) No. 12 55-610130 60 220 316,800 805 16 4 1972

(s) No. 13 55-610131 75 230 331,200 867 16 6 1978

14(8) No. 55-610132 75 450 648,800 600 16 6 1972

15(8) No. 55-610133 50 300 432,000 700 16 4 1972
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stations (consisting of thirty-one (31) booster pumps), eighteen (18) hydro-pneumatic pressure tanks,
and a distribution system. Additionally, die water system has SCADA communication systems at
Booster Pump Station No. 1, Apache Point & Kings Ranch Booster Pump Stations, and Ash, Kings
Ranch, Rail Oaks, Wild Horse, & No. 16 Well Sites. The water System is also interconnected wide
the Southern Sunrise Cochise/Horseshoe sub-system via a 2-inch master meter. The interconnection
isolation valve is currently closed and only opened should a situation present itself where the
Cochise/Horseshoe sub-system requires additional water to meet customer water demand.
Schematics of die Liberty Bella South water system are illustrated in Figures 20 through 43. Detailed
listings of the well, storage tank, and booster pump station facilities are included in Tables D - G.

Detailed listings of the City and South distribution mains, meters, fire hydrants, and treatment
equipment and structures are included in Tables H - J, The City & South water systems consist of
93.4 miles of 2, 3, 4, 6, 8 , 10, and 12 inch galvanized, steel, polyvinyl Chloride ("PVC"), asbestos
concrete ("AC"), and Ductile Iron ("DI") distribution mains, 8,824 installed meters, 184 fire line
meters, and 727 fire hydrants.5 The in-service plant facilities (i.e., wells, tanks, booster pumps, and
visible pipe) of the City & South water systems appeared to be in proper working order, properly
maintained, and in good condition. Staff did not observe any leaks at the plant facilities, or in the
distribution systems.

5 As of December, 2014 the Liberty Bella Vista City & South Water System had 8,648 active meters.



55-519004 125 600 864,000 1,000 16 8 1987

5,727 8,246,880
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(I) No. 19

Total 18
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Beunvim_Table B. Uheny Sir=lge Tzmlnsin...I ¢'.;-v. City Water 2. , ..; ." : ..

6
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Storage Tank Locaitions

. . . i.4'»f.¢' :" .....;..

. vs-. : 'ff
. w. 'x~..̀Swwse Tsmlrl .....2: -a>=,

{T~lj
7 .;§»; ,

Well Sites Nos. 18 8: 19 2 1,500,000 Each
Well SitesNos. 7 8: 8 2 400,000 Each

Well Sites Nos. 9 8: 10 1 285,000
Well Sites Nos. 1, 2, 3, 5, 11, 12, 14,& W No. 1 10 200,000 Each

Well Site No. 5 (Well No. 16 Storage Tank) 1 100,000

Well Site No. 15 1 32,000

Total 17 6,217,000

'4:

_,.=,.
,..... _  .

LiTable C» haw 8411; Vnu - ci¢y Water Sys um Booster PUMP Stations
Booster Pump Stations

Booster Pumps Tanks " =; W:,_.'< .

Horsepower ("liP") Gallonsf Qll211li*Y
VV No. 1 Well Site 25 2 5,000 1

Well Site No. 1 20 2 5,000 1

Well Site No. 2 20 2 5,000 1

V(/ell Site No. 3 20 2 5,000 1

Well Site No. 5 15&20 1/3 5,000 2

Well Site No. 7 20 2 5,000 1

Well Site No. 8 20 2 5,000 1

WellSite Nos. 9 8: 10 15&30 2/2 80 & 5,000 1/1

WellSite No. 11 20 2 5,000 1

Well Site No. 12 20 2 5,000 1

Well Site No. 14 20 2 5,000 1

Well Site No.15 15&20 1/1 5,000 1

Well Site No.18 30 6 100 2

Well Site No.19 30 2 5,000 1

Total
$>/: .

36
14 Pressure Tanks
& 3 Bladder Tanks
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Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 4

(rt Indicates Turbine Well & (S) Indicates Submersible, (god) indicates gallons per day, and VV indicates Vista View.



Pump Yield

(spa)»r N
Liberty vista- Soinwwater Systeui A¢¢i44 Wells

. Well ID
Mgtcr

Size

(il1d1¢°f).
(8) Ash 55-805652 5 50 72,000 80 8 3 1982

(s) Fairfield 55-203881 15 70 100,800 800 8 2.5 2004

(S) Kings
Ranch

S5-204088 25 170 244,800 900 8 4 2007

(S) Stump 55-610119 5 50 72,000 250 6 3 1982

(S) Wild Horse 55-553209 7.5 25 36,000 608 12 2 1997

1(S) Ro No. 55-536074 1 5 7,200 160 8 1/2 1992

(s) Ro No. 2 55-597128 1.5 14 20,160 305 6 2 2003

(S) no No. 3 55-642087 3 20 28,800 243 6 1 1958

(8) no No.9 55~62409l 3 12 17,280 287 6 5/8 1959

10(s) NV No. 55-641821 2 17 24,280 154 4 1 Unk

15(s) no No. 55-507217 5 40 57,600 205 6 2 1984

(3) NV No.16 55-508962 5 30 43,200 215 6 2 1984

(S) NV No. 17 55-200402 7.5 17 24,480 790 8 2 2004
¢

748,800
M

IL

Total 13
;,<.

520

Task E. l..ibeay B4=IIa Vista - é éuth Wdtet System Inactive Well .
.

....4 .

» 0.4

I :

. .u >:v
.:  .z.A ..../.. //8, .

="..C

Well ID

(T)RONo.3 S5-583389 S 25 36,000 500 8 N/A* 2001

. _

Nicksville No. 10 Well Site 2 10,000 & s0,000

: .

.: :~

¢
. y » G» . ) .

4Task F. Liberty Bella Vista South Want System Storage Tanks.. " .. . .» .

Storage Tank Locations
v

1Swl2ge Tanks

Kings Ranch Booster Pump Station 1

Booster Pump Station No. 1 1 z00,000
Oaks Tank Site 1 200,000
Kings Ranch Well Site 1 100,000
Rail Oaks Well Site Nos.1 8: 2 1 100,000
Wild Horse Well Site l 100,000
Nicksville No. 16 Well Site 1 80,000
Apache Point Tank Site l s0,000

soo,0oo

Liberty Utilities (Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 5

(S) Indicates Submersible Well, (NV) Indicates Nicksville, and (RO) Indicates Rail Oaks.

(T) Indicates Turbine Well, and (*) Indicates time Meter has been removed.

\\umm H



Lone Mountain Tank Site 1 49,700

Broken Arrow Booster Pump Station 1 20,000

Triple Tanks Site 3 16,500 Each

Ash Tank Site 1 16,000

Nichols Booster Pump Station 1 7,100

Nicksville No. 9 Well Site 1 7,000

Stump Well Site 2 5,000 & 5,000

Booster Pump Station No. 2 1 3,000

Total 21 1,582,300

.g> .
_=,j,.> , .fTable G. Libwq Bella Vista -'South Wfergystem Boostét Puiunp Stations¢ ' .,..r: Qw. ,

C ,<~ , w

I"-ol/.
w~"1., , .

6. . . .
~» 4» %

~» v~.

S.4.J .
aftBod Sm

,.:7 .
~*/=
.&F¢}2¢v~f»w

'3//

9>

Booster
8 . } , " . 4 "€*§''raa&., »,"':r¥l¢ . i z:P*~»m¢

. ~...<.-'.~ H,ar

7.M . ;

|.
.. 4.~ n._.

44 . s
. 4 4 4 s zll?

Apache Point Tank Site 15 2 1,500 1

BoosterPump Station No. 1 l0&25 2/ 2 5,000 2

BoosterPump Station No. 2 5 2 1,000 1

Broken Arrow BPS 2 2 80 1

F8jIa¢ld Well Site N/A 0 1 ,000 1

Kings Ranch BPS 40 2 7,000 1

Kings Ranch Well Site 40 2 80 1

Nichols Booster Pump Station 2 2 80 1

NV No. 3 Well Site N/A 0 30 1

NV No. 9 Well Site 2 2 1,000 1

NV No. 10 Well Site 2 2 6,000 1

NV No. 16 Well Site 25 2 2,000 1

Oaks Tank Site 7.5&75 2/1 5,000 1

Rail Oaks No. 1 ac 2 Well Site 5 2 5,000 1

Ray] Oaks No. 3 Well Site N/A 0 80 1

Stump Well Site 5 2 1 ,000 1

Wild Horse Well Site 15 2 5,000 1

Total
.  '  u ~ ; . . . :  .

i ' { ; . . : . . _ ..
31 18
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NV) Indicates Nicksville, and BPS Indicates Booster Pump Station.



Table H. Liberty Bella Vista - City 8: South Water System Distribglyion

Diameter (inches) Material (feet)I-ewrstll
2 Galvanized 27,000

0,0002 Steel

3 Asbestos Concrete ("AC") 16,000
4 AC 86,500
6 AC 180,600
8 AC 118,895
10 AC 3,300
12 Steel 600

2 Polyvinyl Chloride ("plc") 2,935
3 PVC 175

4 plc 1,330
6 PVC 5,052
8 PVC 14,015
12 PVC 1 s,00o
4 Ductile Iron ("DI") 164

6 DI 1,125
8 DI 10,257

12 DI 1,000

Total Le-wh (93.4 miles)492,948

\

v
\

:
. . ' : »I0 QQ •

.pin Hydmauns

Q\1°1I'i*y

. *

¢
\.

. . .  N .
.

a c

Task I. Liberty BellalVista - City 8: Smith Want Systems Meters 8: Fire I-Iydtaints
. I / Z

' . 4
" 4
a

*. J .x .

w
. . v

u  1 .. :

# Customer Meters. Ware Line Meters
w '¢/f;": ~.

Z 8.
-=;» 4"
9*4Y'¢<

T m
a

5/8x 3/4 8,150 Up to 4 141 Standard 719

3/4 43 6 35 Other 8

1 161 8 8

1 1/z 103
f r

(
».

2 309 : v :

3 49

4 7 »

. 1

6 1
, » ~w<» .: . : .4 M ,.-¢

8 1
z =t~ r..4..7901

Total 8,824 (8,648 Active) 184
<._

727
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Table ]. Liberty Bella Vista - City 8: South Water Systems Treatment Equipment 8: Structures
.t» y '

/.,. _¢,_

City Water Sjritem
1Location

VV No. I Well Site Chain Link Fence, Liquid Chlorination Shed, ac Eye Wash

VV No. 2 Well Site Chain Link Fence

Well Sire Nos. 1,3, 9, 10, 8:IS Chain Link Fence, Liquid Cldorination Unit, ac Eye Wash

WeHSite No. 2 Block Wall, Liquid Chlorination Unit, 8: Eye Wash

Well Site No. S
Block Wall, Liquid Chlorination Unit, Eye Wash, Storage Building, Garage, Parking Canopy, ac SCADA
System

Well Site No. 7 Chain Link Fence, Liquid Chlorination Shed, Eye Wash, ac SCADA System

Well Site No. 8 Chain Link Fence, Liquid Chlorination Shed, Eye Wash, Storage Building, ac SCADA System

Well Site Nos. ll 8: 12 Chain Link Fence, liquid Chlorination Unit, Eye Wash, ac Altitude Valve 8: Vault

Well Site No. 13 Chain Link Fence, Storage Building (Previously used to house the Tablet Chlorinator)

Well Site No. 14 Chain Link Fence, Liquid Chlorination Unit, Eye Wash, ac SCADA System

Well Site No. 16 Chain Link Fence, Liquid Chlorination Shed, 8: Eye Wash

Well Site No. 18
Chain Link Fence, Liquid Chlorination Shed, Eye Wash, Well Building, Inactive Gas Engine, 92 Solar
Panels, 8: SCADA System

Well Site No. 19
Chain Link Fence, Liquid Chlorination 8: Storage Building, Eye Wash, Air Relief Valve, 8: SCADA

System

Office 8: Maintenance
I -|

Chain Link Fence, Office Building, Maintenance Building, 183 Solar Panels,_lol1n Deere Backhoe,
Compressed Natural Gas Fuel Station, Dump Truck, Vector Potholing Machine, Air Compressor, Water
Hauling Truck, ac two (2) aerators (25 kilovolt-am res ("kVA")8:  60 kA) .

.. 3.
Water System

Ash Well Site Chain Link Fence, Liquid Chlorination Unit, Eye Wash, ac SCADA System

Fairfield ac NV No. 108c 16
Well Sites

Chain Link Fence, Liquid Chlorination Unit, & Eye Wash

Kings Ranch Well Site Chain Link Fence, Liquid Chlorination Shed, Eye Wash, ac SCADA System

Stump Well Site Chain Link Fence, Liquid Chlorination Shed, 8¢ Bye Wash

Wild Horse Well Site Chain Link Fence, Liquid Chlorination Shed, Bye Wash, Altitude Valve 8: Vault, 8: SCADA System

NV No. 3 Well Site Well Building

NV No. 9 Well Site Chain Link Fence, Well 8c Liquid Chlorination Building, 8: Eye Wash

NV No. 15 & 17 & Rail Oaks
No. 3 Well Sites, Oaks Tank 8:
Triple Tank Sites, Broken Arrow

ba Nichols BPS, ac BPS No. 2

Chain Link Fence

Rail Oaks No. l 8: 2 Well Site Chain Link Fence, Liquid Chlorination Unit, Bye Wash, 8: Storage Shed

Ash Tank Site Chain Ink Fence 8: Solar Panel

Apache Point BPS Block Wall, Altitude Valve ac Vault, 8: SCADA System

BPS No. 1 Chain Link Fence, 8: Altitude Valve 84: Vault

Kings Ranch BPS Chain Link Fence 8: SCADA System

Liberty Udlides lBella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
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(BPS) Indicates Booster Pump Station
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Norm/aww Sunrise Wafer Syffeftf

a) Mustang/Crystal System

The current operation of the Mustang/Crystal system consists of two (2) active groundwater
wells, one (1) storage tank, one (1) booster pump station (consisting of two (2) booster pumps), one
(1) hydro-pneumatic pressure tank, one (1) bladder tank, and an interconnected distribution system.
Additionally, SCADA communication systems are located at the Mustang and Crystal well sites.
During the test year, Liberty Bella Vista installed a transmission line from the Crystal Well Site to the
Mustang Well Site storage tank M order to provide redundancy for the Mustang/Crystal subsystem.
The Crystal well pumps to distribution and the Mustang well site storage tank. The Mustang well
pumps directly to the Mustang well site storage tank.

b) Coronado/Sierra Sunset System

The Coronado/Sierra Sunset system consists of two (2) active groundwater wells, three (3)
storage tanks, five (5) abandoned 5,000 gallon storage tanks, one (1) booster pump station (consisting
of two (2) booster pumps), one (1) hydro-pneumatic pressure tank, two (2) bladder tanks, and an
interconnected distribution system. Additionally, a SCADA communication system is located at die
Coronado well site. The Sierra Sunset well pumps to the distribution system and to the Coronado
well site storage tanks. The Coronado well pumps directly to the Coronado well site storage tanks.
Water in the storage tanks is pumped to the distribution system via booster pumps.

Schematics of the Northern Sunrise water system are illustrated in Figures 44 dirough 48.
Detailed listings of the well, storage tank, and booster pump station facilities are included in Tables K
_ L. Detailed listings of the distribution mains, meters, and treatment equipment and structures are
included in Tables M - O. The water system consists 2, 3, 4, & 6 inch PVC and AC distribution
mains, and 352 installed meters.(' The in-service plant facilities li.e., wells, tanks, booster pumps, and
visible pipe) of the Liberty Bella Vista Northern Sunrise water systems appeared to be in proper
worldng order, properly maintained, and in good condition. Staff did not observe any leaks at the
plant facilities, or in the distribution systems.

6 As of December, 2014 the Liberty Bella Vista Northern Sunrise Water System had 337 active meters.



Table K. Liberty Bella Vista - Northern Sunrise Water System ActiVe Wells
¢ . iA
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WellID
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Mustang Well 55-807770 5 28 40,320 434 6 2 1971

Crystal Well 55-220433 20 140 201,600 570 8 2 2011
QT •Q9

1 Cgf0ngd0/si =¢Sy¢»-a`

Coronado Well 55-807773 10 110 I 58,400 302 8 2 1958

Sierra Sunset Well 55-807772 5 10 14,400 342 8 2 1960
9O oe!oo 0 Q9Q Q

00 o .°..° . .. o

,: 8,4 L 4587;

. o

Total

Subtotal 168 241,990

Subtotal : L 120 112,a00 ' \s,.;=.: fI/..'i.̀ :"
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288 414,120
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Storage Tanks
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= ,v.»s_~ ..1 1. .
. 1.-8_~.__-_.. . : .
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Mustang Well Site 100,000 1 IS 2 81 I
CrysW Well Site 0 0 0 0 1,500 I

00

Coronado Well Site 35,000/5,000 2/5' 7.5/10 1/1 2,000 I
Siena Sunset Well Site 0 o 0 0 81 2

Subtotal 35,000 2 2 3

Total 170,000 3/$1 4 s

Subaoul 100,000 1 2 2

»r . 4l . .
Table M. Liberty Bella Vista -Noduem Sundae Water System DiiMwlnion Mains. A r. ' U\ $~.

l }é;¥. 'M a n d a ! (keg)' _ n

8

2 PVC Unknown

3 PVC Unknown

4 PVC/AC Unknown

6 AC Unknown

Totalun8w Ulmlcnown

Liberty Utilities (Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 10

1 The five (5) 5,000 gallon storage tanks have been abandoned and are no longer used and useful.



Table N. Liberty Bella Vista - Nogthefn Sunrise Water System Meters
.

5... wvow WSize (inches)
,.,<

Quantity

5/8 x %inch 352

1 2

2 1

Total 355 (337Active Meters)

if "3(4
*v v' ".>

..
,. " HTable O. Liberty Bella Vista - Northern Su1inse"Water System Treatment Equipment 8: StructuresA p: z. . . , r"

NA . u I
0  .gt

Mustang/Crylsthl System1 cf/ ,

Loastion1 86*i9 isBo-~u=~»q~»vo :
. .. 1T 4.» .¢ ' . .  L . x. . .
. ~...,g_.,~..,~..~...~..~' . . .

Mustang Well Site Chain Link Fence, Liquid Chlorination Metal Housing, Eye Wash, ac SCADA

Crystal Well Site Chain Link Fence, Liquid Chlorination Metal Housing, Eye Wash, & SCADA
§.4*§.'~?"'2./=9;3 11'E

.. . .  = ..  "...=;.':`~.:~,-
._ 4

..
Caluon1ld~o

,';::`., .'. . . . .
. M' 3.2'.'»'4». . . .

.  4 . ..j...,~,1..~v..ia..;a" ~...

.¢,~;¢).» ,» ,;;=o\, "\¥.'4..

Coronado Well Site Chain Link Farce, Liquid Chlorination Unit, Bye Wash, 8: SCADA

Sierra Sunset Well Site Chain Link Fence, Liquid Chlorination Unit,& Eye Wash

Liberty Utilities (Bella Vista Water) Corporation
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3) _Yous/fern Sunfire Water 5]/Mem

a) Cochise/HQ_§¢§:§_19e System

T h e  cu r r en t  op er a t i on  of  t h e  C och i se / Hor sesh oe  sys t em  con s i s t s  of  fou r  ( 4 )  a c t i ve
groundwater  wells,  four  (4) storage tanks, three (3) booster  pump stations (consisting of seven (7)
booster  pumps),  one (1) bladder  tank, two (2) hydro~pneumatic pressure tanks, one (1) abandoned
5,000 gallon storage tank, one (1) abandoned hydro-pneumatic pressure tank, and an interconnected
distr ibution system. Addit ional ly,  the water  system has a  SCADA communicat ion  system at  the
Naranja Well Site. The water System is also interconnected with the Liberty Bella Vista South water
system via a 2-inch master  meter .  The interconnection isolation valve is currently closed and only
opened in emergency situations.

b) Mitac19_VaHey System

The current operation of the Miracle Valley system consists of two (2) active groundwater
wells,  one (1) storage tank,  one (1) hydro-pneumadc pressure tank,  one (1) bladder  tank,  one (1)
booster pump station, and an interconnected distr ibution system. Additionally, die water system has
SCADA communication systems at Miracle Valley V(/ell Site No. 1.

Schematics of the Southern  Sunr ise water  system are i l lustrated in  Figures 49 through 54.
Detailed listings of the well, storage tank, and booster pump station facilities are included in Tables P
- Q. Detailed l ist ings of the Liber ty Bella Vista Southern  Sunr ise distr ibution mains,  meters,  fire
hydrants,  and treatment equipment and structures are included in  Tables R -- T. The water  system
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Well ID

Cnc System

Naranja Well No. 1 55-563118 5 75 108,000 150 8 2 1997

Naranja Well No. 2 55-550951 5 45 64,800 144 10 2 1995

Naranja Well No. 3 55-563117 5 45 64,800 145 6 z 1997

_]axel Well 55-805546 5 25 36,000 458 8 1.5 1973

Miracle V
"¢: ̀ <...f':7>'< " 1

4
. :f~§<*'W\\

MV Well No. 1 55-630018 40 150 216,000 524 16 6 1959

MV Well No. 2 55-527262 10 110 158,400 298 6 2 1990

450 648,000
•

Total

Subtotal 190 273,600
., »~
J

Subtotal 260 374,400 Hz/

Table Q, Liberty Bella Vista - Southern StmriseWater System Storage Tanks 8: Booster Pump Stations
"4 .

Pressure Tanks.Booster PumpsStorage Tasnles"on

hr
Cochise/Horsgshoe System

Naranja Well Site 170,000 I5,000 1/11 20 3 81/5,000 1/12

_label Well Site 10,000 1 5 2 1,000 1

Horse Shoe Tank Site 16,000 2 10 2 3,000 1
0

System
Q . ¢

Mirach V='*1¢¥. *H . s ;V, :
.

Miracle Valley Well Site No. 1 100,000 1 15 2 100 1

Miracle Valley Well Site No. 2 0 0 0 1,000 2

Subtotal 100,000 1 2 3

9
<¢';,

5

Subtotal 212,000 4 7 3

Total 312,000 1
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consists of 2, 3, 4, and 6 inch PVC distribution mains, 860 meters.7 The in-service plant facilities (i.e.,
wells,  tanks,  booster  pumps,  and visible pipe) of the Liber ty Bella  Vista  Southern  Sunr ise water
system appeared to be in  proper  working order ,  proper ly maintained,  and in  good condition.  Staff
did not observe any leaks at the plant facilities, or in the distribution system.

1 The 5,000 gallon storage tank has been abandoned and is no longer used and useful.
2 The 5,000 gallon hydro-pneumatic pressure tank has been abandoned and is no longer used and useful.

7 As of December, 2014 the Liberty Bella VistaSouthern Sunrise Water System had 777 active meters.

\III



Table R. Liberty Bella Vist4,- Southern Sunrise Water System Distribution Mains
s  . . '  ". . ' .L . , , Y ?  ( A

.
. `

\

Diameter (inches) Material (feet)
2 plc Unknown

3 PVC Unknown

4 PVC Unknown

6 PVC Unknown

Total Length Unlmown

¢

¢ */ .

. ~r,.
xx.&'¢;¢" ¥_

¢

. .

A. 9.

.Soudaem SUnrise .MetersTable  s .  L ibby Ben.  v isa 4
p ¢

. . . . Water System
4 > ~

Y a

¢

» . . 4
A

1 , c <"S i #  ( m m )  ,  .
, aw

=,1 ; .
//. .

J ¢<§
Quam

5/8x%inch 856

1 3

2 1

Total 860 (777 Active Meters)

8ggnse
v

Q. * '."." :"' .3 . a3 ... .. .

A 1\ 4.

•
4

¢g 4.
/Table T. Liberty Vista - Southern

/

:

1 x 4:fs". .
Water System fgeatlnent Equipment 8: Stmcuues

.
.

». *
» . Horseshoe System m

Location
2 1/1

Structures 8: Equipment

Naranja Well Site Chain Link Fence, Liquid Chlorination Metal Housing, Eye Wash, 8: SCADA

_label Well Site Chain Link Fence, ac Liquid Chlorination Metal Housing

Horseshoe Tank Site Chain Link Fence,& Storage Building

fSunset System

Miracle Valley Well Site No. 1 Chain Link Fence, Liquid Chlorination Metal Housing, Eye Wash, 8: SCADA

Miracle Valley Well Site No. 2 Chain Link Fence, 8: Liquid Chlorination Unit
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c. WATER USE

7) Water So/d - Cig/ Q S0ul/9 Wafer X)/5167725

The average daily water consumption (gallons used) per connection that Liberty Bella Vista's
City & South water systems experienced each month during the 2014 test year are indicated in Table
U and graphically illustrated in Figure 55. Customer consumption included an average daily high
water usage of 415 gallons per day ("god") per connection (8,589 connections) M June 2014, and an
average daily low water usage of 232 god per connection (8,648 connections) in December 2014.
The average daily water usage during the twelve-month period was 303 god per connection. Liberty
Bella Vista reported dirt its City & South water systems combined recorded 1,048,142,923 gallons of
water produced, 949,942,070 gallons of water sold, and 98,650,553 gallons of water unaccounted for
during the test year.



»

Table U. Liberty Bella Vista - City & South Water Systems Water Consumption & Water Loss Summary

Mon/Year Active Meters
(Connections)

Production
(Gallons)

Water Sold
(Gallons)

Non-Revenue
Water

(Gallons)

Consumption
per Day
(Gallons)

Consumption
per Day per
Connection
(Gallons)

Water
Loss

Jan-14 8,503 77,047,279 69,155,100 7,892,179 2,230,810 262 10.240 0

Feb 14 8,538 70,700,977 67,364,256 3,336,721 2,405,866 282 4.72%

Mar-14 8,560 81,705,988 64,787,814 16,918,174 2,089,929 244 20.71%

Apr-14 8,580 93,861,535 76,773,201 17,088,334 2,559,107 298 18.21%

May-14 8,599 110,243,430 91,271,068 18,972,362 2,944,228 342 17.21%

jun 14 8,589 123,095,695 106,825,826 16,269,869 3,560,861 415 13.220 o

1ul-14 8,612 98,609,992 110,559,084 (11 ,949,092) I 3,566,422 414 12.12%

Aug-14 8,612 83,773,375 83,397,768 375,607 2,690,251 312 0.45%

Sep 14 8,652 74,594,394 76,078,919 <1 ,484,525>1 2,535,964 293 -1.99%

Oct-14 8,630 84,882,168 63,612,984 21,269,184 2,052,032 238 25.06%

Nov-14 8,640 76,638,781 77,528,755 (889,974) l 2,584,292 299 1.16%

Dec 14 8,648 72,989,009 62,137,295 10,851,714 2,004,429 232 14.87%

Total 1,048,142,623 949,492,070 98,650,553 2,602,016* 303* 9.41%*

Liberty Utilities (Bella Vista Water) Corporation
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Water .Yo/d - Norm/fem Xunfiye Water Jfftew

The average daily water consumption gallons used) per connection that Liberty Bella Vista's
Northern Sunrise water system experienced each month during the 2014 test year are indicated M
Table V and graphically illustrated in Figure 56. Customer consumption included an average daily
high water usage of 331 god per connection (339 connections) inJure 2014, and an average daily low
water usage of 140 god per connection (335 connections) in January 2014. The average daily water
usage during the twelve-month period was 204 god per connection. Liberty Bella Vista reported that
its Northern Sunrise water system Mustang/Crystal & Coronado/Sierra Sunset systems combined)
recorded 26,859,871 gallons of water produced, 25,186,241 gallons of water sold, and 1,673,630
gallons of water unaccounted for during the test year.

3) Wafer Sold - Soul/Jem .5"zmn'.re Wafer5/:lem

The average daily water consumption (gallons used) per connection that Liberty Bella Vista's
Southern Sunrise water system experienced each month during the 2014 test year are indicated in
Table W and graphically illustrated in Figure 57. Customer consumption included an average daily
high water usage of 331 god per connection (339 connections) injure 2014, and an average daily low
water usage of 140 god per connection (335 connections) in January 2014. The average daily water
usage during the twelve-month period was 204 god per connection. Liberty Bella Vista reported tllat
its Soudiern Sunrise water system (Cochise/Horseshoe & Miracle Valley systems combined) recorded
26,859,871 gallons of water produced, 25,186,241 gallons of water sold, and 1,673,630 gallons of
water unaccounted for during the test year.

Note: * Asterisk indicates the value is an average. 1 - The parentheses () indicates negative Unaccounted for data.



Table V. Liberty Bella Vista - Northern Sunrise Water System Water Consumption 8c Water Loss Summary

3 5 * _
4  /

. :1?.371»
4

4 .8 =
Q zl\nth /Ye at

Active Meters
(Connections)

Production
(Gallons)

Water Sold
(Gallons)

Non-Revenue
Water

(Gallons)=3 ,

.

Consumption
per Day .
(Gallons) *i;;.

Consumption
per Day per
Connection
(Gallons)

Water
Loss

jar 14 335 1,716,661 1,451,152 265,509 46,81] 140 15.470 0

Feb-14 337 1,653,853 1,736,564 <82,71 111 62,020 184 5.00%

Mar-14 337 2,119,873 1,632,748 487,125 52,669 156 22.98%

Apr-14 339 2,503,670 2,055,054 448,616 68,502 202 17.92%

May-14 339 3,238,196 2,491,462 746,734 80,370 237 23.06%

jun 14 339 3,518,270 3,362,805 155,465 112,094 331 4.42%

Jul 14 338 2,297,079 3,267,192 (9701113>1 105,393 312 -42.23%

Aug 14 337 2,125,144 2,133,239 (8,095l1 68,814 204 -0.38%

Sep 14 337 1,907,024 1,905,040 1,984 63,501 1 8 8 0.10%

O ct  1 4 339 1,975,013 1,686,223 288,790 54,394 1 6 0 14.62%

NOV 14 337 2,046,197 1,937,787 108,410 64,593 1 9 2 5.30%

D ec 1 4 337 1,758,891 1,526,975 231,916 49,257 146 13.19%

To tal 26,859,871 25,186,241 1,673,630 69,035* 204* 6.23%*

Table W. Liberty Bella Vista - Southern Sunrise Water System Water Consumption & Water Loss Summary

Month/Year
Active Meters
(Connections)

Production
(Gallons)

Water Sold
(Gallons)

4 34
Q

. . *

Non-Revenue
Water

Gallons)

Consumption
per Day
(Gallons)

Consumption
per Day per
Connection
(Gallons)

Water
Loss

]an 14 783 5,069,800 3,961,097 1,108,703 127,777 163 21.870 o

Feb 14 792 4,918,064 3,970,992 947,072 141,821 179 19.26%

Mar 14 794 5,718,316 3,877,171 1,841,145 125,070 1 5 8 32.20%

Apr 14 794 6,300,874 5,044,437 1,256,437 168,148 212 19.94%

May 14 794 7,251,494 5,733,966 1,517,528 184,967 233 20.93%

Jun 14 795 8,322,276 7,142,503 1,179,773 238,083 299 14.18%

Jul 14 787 5,993,655 6,773,927 (780,272)I 218,514 278 13.02%

Aug-14 783 5,542,832 4,778,676 764,156 154,151 197 13.79%

Sep 14 781 5,085,646 4,224,632 861,014 140,821 1 8 0 16.93%

O ct  1 4 784 5,256,014 3,906,206 1,349,808 126,007 161 25.68%

NOV 14 781 4,877,490 4,382,080 495,410 146,069 187 10.16%

D ec 1 4 777 4,817,650 3,546,878 1,270,772 114,415 147 26.380 0

To tal 69,154,111 57,342,565 11,811,546 157,154* 1 9 9 * 17.08%*

Liberty Utilities (Bella Vista Water) Corporation
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Note: * Asterisk indicates the value is an average.

1 - () Parentheses indicates negative Unaccounted for dam

Note: * Asterisk indicates the value is an average.
1 _ () Parentheses indicates negative Unaccounted for data
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4) Non-Revenue Wafer

The American Water Works Association ("AWWA") no longer uses the term Unaccounted
for Water. The tern has been abandoned by the AWWA primarily because it has been deemed
imprecise, inconsistent, and an unreliable performance measure. Instead, the AWWA employs the
term Non-Revenue water. The temp Non-Revenue water is deEmed to reflect the distributed volume
of water that is not reflected in customer billings. Non-Revenue water (the difference between the
gallons of water produced and sold) is specifically defined as the sum of Unbilled Authorized
Consumption (water for firefighting, flushing, etc.) plus Water Loss. Water Loss is defined as the
sum of Apparent Losses (customer & company meter inaccuracies, unauthorized consumption or
theft, and systematic data handling errors), plus Real Losses (system leakage and storage tank
overflows)

Water Loss should be 10 percent or less and never more than 15 percent. It is important to
be able to reconcile the difference between water sold and water produced by the source. A water
balance/audit will allow a water company to identify water and revenue losses due to system leakage
storage tank overflows, meter inaccuracies, data handling errors, and any non-metered water use such
as cleft and flushing

Liberty Bella Vista's Water Loss percentages include the total gallons of Non-Revenue water
in its calculation. In other words, Unbilled Authorized Consumption (flushing, firefighting, etc.)
gallons are included in the Water Loss percentages. Accounting for and removing Unbilled
Authorized Consumption gallons from the water loss calculation would provide a more accurate
account of water system water loss. For this reason, Staff recommends that Liberty Bella Vista begin
tracking, quantifying, and recording all consumed water associated with Unbilled Authorized
Consumption for removal from the water loss calculation

) City & South Water Systems

As indicated in Table U, the City & South water systems combined had 2,602,016 gallons of
Non-Revenue water during the test year ending December, 2014. As a result, the City & South water
systems combined water loss was approximately 9.41 percent which is within the acceptable limits

b) N_orthgr;1 Sunrise Water System

As indicated in Table V,  the Nor thern Sunr i se water  system (Mustang/Crystal  &
Coronado/Sierra Sunset systems combined) had 1,673,630 gallons of Non-Revenue water during the
test year ending December, 2014. As a result, the Northern Sunrise water system combined water
loss was approximately 6.23 percent which is within the acceptable limits

c) Southern Sunrise Wate; S

As indicated in Table W, the Southern Sunrise water system (Cochise/Horseshoe & Miracle
Valley systems combined) had 11,811,546 gallons of Non-Revenue water during the test year ending
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December, 2014. As a result, the Southern Sunrise water system combined water loss was
approximately 17.08 percent which is not within the acceptable limits.

d) City. South, Northern Sunrise. & Southern Sunrise systems

In Decision No. 72251, dated April 7, 2011, Liberty Bella Vista was ordered to monitor its
water systems for a 12-month period to prepare a water loss report to be Bled with Docket Control
as a compliance item. On August 8, 2012, Liberty Bella Vista Bled its Notice of Compliance pursuant
to Decision No. 72251. As a result, Liberty Bella Vista's City & South and Northern Sunrise water
systems water loss percentages were within the acceptable limits. However, the Southern Sunrise
water system experienced water loss greater than 10 percent (26.5 percent) and therefore, was not
within the acceptable limits. Subsequently, Liberty Bella Vista supplemented its August 8, 2012 Bling
aim a 2012 and 2013 Action Plan, dated and docketed December 13, 2012. Accordingly, as of
November, 2012, Liberty Bella Vista was able to reduce its Southern Sunrise water system water loss
approximately 26.4 percent (decrease in water loss from 26.5 percent to 19.5 percent). As of
December, 2014, Liberty Bella Vista decreased its Southern Sunrise water system an additional 12.4
percent (decrease in water loss from 19.5 percent to 17.08 percent) .

Although Liberty Bella Vista is malting considerable progress in reducing its Southern Sunrise
water systems water loss, it still remains above the acceptable limit of 10 percent. Therefore, Staff
recommends that Liberty Bella Vista monitor the Southern Sunrise water system for an additional 12-
month period to prepare an updated water loss report. If the reported water loss remains above 10
percent, Liberty Bella Vista shall submit a water loss reduction report containing a detailed analysis
and plan to reduce its water loss to 10 percent or less. If Liberty Bella Vista believes it is not cost
effective to reduce water loss to 10 percent or less, it shall submit a detailed cost benefit analysis to
support its opinion. In no case shall Liberty Bella Vista continue to allow water loss to be greater
than 15 percent. The water loss reduction report or the detailed cost benefit analysis, whichever is
submitted, shall be docketed as a compliance item within 18 months from the effective date of an
order issued in this proceeding.

Wafer System Ana/sis

a) City & South Water Systems

During the peak month, June 2014, the City & South water systems combined were serving
8,589 connections when Liberty Bella Vista reported 106,825,826 gallons of water sold. Average
daily demand for the month of June 2014 was determined to be 3,560,861 god, while average daily
demand per connection was determined to be 415 god. Staff concludes that the City & South water
systems combined have adequate production and storage capacity to serve the present customer base
and any reasonable growth.

I II Ill\ l N H llllllllll\l llllllllllllllllll
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December - 201 I 8,473 34] 798 9,612
December - 2012 8,s39 331 796 9,666 Connection Data

December - 2013 s,s12 336 796 9,644 Connection Data

December - 2014 8,648 337 777 9,762 Connection Data
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b ) Northern Sunrise We_ter System

During the peak month, June 2014, die Northern Sunrise water system Mustang/Crystal &
Coronado/Sierra Sunset systems combined was serving 339 connections when Liberty Bella Vista
reported 3,362,805 gallons of water sold. Average daily demand for the month of June 2014 was
detennined to be 112,094 god, while average daily demand per connection was determined to be 331
god. Staff concludes that the Northern Sunrise water system Mustang/Crystal 8: Coronado/Sierra
Sunset systems combined) has adequate production and storage capacity to serve die present
customer base and any reasonable growth.

c) §9ud1ern_Sunrise_Water system

During die peak month, June 2014, the Southern Sunrise water system (Cochise/Horseshoe
& Miracle Valley systems combined) was serving 795 connections when Liberty Bella Vista reported
7,142,503 gallons of water sold. Average daily demand for the month of June 2014 was determined
to be 283,083 god, while average daily demand per connection was determined to be 299 god. Staff
concludes that the Southern Sunrise water system (Cochise/Horseshoe & Miracle Valley systems
combined) has adequate production and storage capacity to serve the present customer base and any
reasonable growth.

D. GROWTH

Table X below and Figure 58, located in the figure section of this report, show Liberty Bella
Vista's City & South, Northern Sunrise, and Southern Sunrise water system customer growth from
2011 thru 2015 based on its service connection data.8 With the exception of 2012, Liberty Bella Vista
experienced gradual growth from 2011 to 2015, gaining approximately 232 connections (1.24 percent
increase) for an average of 58 connections per year. Due to the uncertain outcome of the federal
government "General Stream Adjudication" issue, Liberty Bella Vista is unable to project future
growth in its Sierra Vista service area. As a result, Liberty Bella Vista does not anticipate an increase
in growth in the immediate future, and expects customer connections (2016 - 2017) to remain the
same as 2015.

8 Customer connection data crowded in email from Gerry Becker, Manager - Rates and Regulatory, Liberty Utilities _ South, dated
March 17, 2016.

nu



December 2015 8,713 337 794 9,844 Connection Data

December - 2016 8,713 337 794 9,844 No Projected Growth

December - 2017 8,713 337 794 9,844 No Projected Growth
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E. ADEQ COMPLIANCE

7) C0nz}>anw Slain;

a) City. & South Water_S_§/gems

ADEQ regulates the City & South water  systems under ADEQ Public Water System
Identification ("PWS ID") No. 04-02-010/02-007, respectively. On March 21,  2013,  ADEQ
inspected the City water system, and on April 3, 2014 ADEQ inspected the South water system.
Based on die ADEQ inspection repor t ,  no major  deficiencies were found in the operat ion,
maintenance, or certified operator status of the City & South water systems.

According to die ADEQ Drinking Water Compliance Status Report ("CSR"), dated February
3, 2016, the City & Soudi water systems are currently delivering water dart meets water quality
standards required by 40 CFR 141 (National Primary Drinking Water Regulationsl and Arizona
Administrative Code, Title 18, Chapter 4.

b) Northam Su;1ri§§ Water System

ADEQ regulates the Northern Sunrise water system's Coronado/Sierra Sunset and
Mustang/Crystal systems under ADEQ PWS ID No. 04-02-013 and 04-02-054, respectively. On
May 30, 2013, ADEQ inspected die Northern Sunrise Coronado/Sierra Sunset and Mustang/Crystal
systems. Based on the ADEQ inspection report, no major deficiencies were found in the operation,
maintenance, or certified operator status of the water systems.

According to the ADEQ Drinking Water CSR, dated February 3, 2016, the Northern Sunrise
water system is currency delivering water that meets water quality standards required by 40 CFR 141
National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter

4.

c) Southern Suggisejifater System

ADEQ regulates the Southern Sunrise water system's Cochise/Horseshoe and Miracle Valley
systems under ADEQ PWS ID No. 04-02-011 and 04-02-023, respectively. On May 30, 2013,
ADEQ inspected the Southern Sunrise Cochise/Horseshoe and Miracle Valley systems. Based on
die ADEQ inspection report, no major deficiencies were found M the operation, maintenance, or
certified operator status of the water systems.

According to the ADEQ Drinking Water CSR, dated February 3, 2016, the Southern Sunrise
water system is currently delivering water that meets water quality standards required by 40 CFR 141

la la llu l l l



Total Coliform $5,940
Lead 8c Copper $33 30/3 Years $330 10/3 Years $110 $440

$90 2/Year $180 2/Year $180

$130 2/Year $260 2/Year $260

$259 14/9 Years $403 7/9 Years so (MAP)

$259 1/3 Years $86 4/3 Years so (MAP)

$2,380 30/3 Years $23,800 9/9 Years $0 (MAP)

$2,380 0 $0 5/3 Years $0 (MAP)

$145 14/6 Years $341 7/6 Years $0 (MAP)

$145 1/3 Years $49 1/3 Years so (Mf\P)

$145 0 so 6/Year $0 (MAP)

$430 10/9 Years $478 1 /9 Years $0 (MAP)

$430 5/6 Years $358 8/6 Years $0 (MAP)

$430 0 $0 1/3 Years $0 (MAP

$430 0 so 4/Year $0 (MAP)

$15 15/Year $225 11/Year $0 (MAP)

$15 15/9 Years $25 11/9 Years $0 (MAP) $25

$165 15/9 Years $275 11/9 Years $0 (MAP) $275

Tabot X. City 8: South Water Systems Recommended Water Testing Expenses
... \ac.. ..= .1.¢ . .

n

City Syneanzn
04-02-010)

Water Test
Cost
Per
Test Annual Cost

$5,940
$440

$360

$520

$403

$86

$23,800

so

$341

$49

$0

$478
$358
$0

$0

$225

$15 30/Month $5,400 3/Month $540Total Coliform

Lead 8c Copper

Disinfection by Products
TTI-IM's
Disinfection by Products
HAA5's

Inorganic Contaminants

("lOss")

IOns
Synthetic Organic
Contaminants ("SOC's")

SOCs

Volatile Organic
Contaminants ("VOCs")

VOCs

VOCs

Radiochemical

Radiochemicals

Radiochemical

Radiochemicals

Nitrate

Nitrite

Asbestos
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(National Primary Drinking Water Regulations) and Arizona Administrative Code, Title 18, Chapter
4.

Water Monitoring and Telling Expense;

Liberty  Be l la  Vista 's water  moni tor ing and test ing expenses are  separated among i ts s ix (6)
wate r  sy s tems ,  whi ch i nc l ude  the  C i ty  8 :  Soud i  wa te r  sy s tems ,  Nor the rn Sunr i se  wate r  sy s tems
(Coronado/Sie rra  Sunse t  and Mustang/Crysta l  sy stems) ,  and the  Soudie rn Sunr i se  wate r  sy stems
(Coc hi se /Horse shoe  and  Mi rac l e  Va l l e y  sy s te ms . T he  C i t y  &  S ou t h ,  Nor t he r n  S u n r i s e ,  a nd
Southern Sunr i se  wate r  sy stem moni tor ing  and te st ing  expenses are  shown in Table  X,  Y ,  and Z ,
re spec t ive l y .  The  combined moni tor ing  and te st ing  expenses for  the  wate r  sy stems are  shown in
Table  AA.

a) City. & South_Y/ater Systems



$1,100 6 /Year $6,600 N/A $0 $6,600UCMR3 - EPDS

UCMR3 - DS $360 6 /Year $2,160 N/A $0 $2,160

MAP $0 $2,265 $2,265

Total $40,970 $3,355 $44,325

. .

¢ .
EgqaensesTable Y.  Northern Sunrise Water System RecoM mended Water Testing

. W .

.

. n

Coronado/ Sicrta3"ttnset System
. 04-02-013)» Y(Cost

Per
Test

Water Test

Total Coliform $15 1 /Month $180 1 /Month $180 $360

Lead & Copper $33 10/3 Years $110 5 /3 Years $55 $165

Disinfection by Products
TTHM's

$90 1 /Year $90 1 /3 Years $30 $120

Disinfection by Products

HAAG's
$130 1 /Year $130 1/3 Years $43 $173

Inorganic Contaminants
("IOC SO ') MAP 2/9 Years $0 1/9 Years $0 $0

IOns MAP 0 $0 1 /3 Years $0 $0

Synthetic Organic
Contaminants ("SOC's")

MAP 2/9 Years $0 1 /9 Years $0 $0

SOCs MAP 0 $0 4/3 Years $0 $0

Volatile Organic
Contaminants ("VOCs")

MAP 2/6 Years $0 5 /Year $0 $0

Radiochemicals MAP 2/6 Years $0 2/6 Years $0 $0

Nitrate MAP 2/Year $0 2/Year $0 $0

Nitn'te MAP 2/9 Years $0 2/9 Years $0 $0

Asbestos MAP 2/9 Years $0 2/9 Years $0 $0

MAP $844 $600 $1,444

Total $1,354 $908 $2,262

2 . ../ sw v
y

. .
..r :

v ..

. 4 . 5

.

.

am Sunrise Water .Table z. Scnuxh Recommended Water Testing Expenses
-4.

4 .

Sown

Totail
Annual Cost

I

Miracle ValléySystem
WS No.

Coclllise/Horseshoe SYBUCM
044mu)

. *

. . . 1

I

. 1...
m

/

.
. .

Cost
Per
Test

Wdfer Test
Number
of Tests

Total Coliform $15 2/Month $360 1 /Month $180 $540

Lead 8; Copper $33 10/3 Years $110 10/3 Years $110 $220

Liberty Utilities (Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 21

b) Norther_ Sunrise  Water System
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$90 1 /Year $90 0 $0 $90
Disinfection by Products
TTHM's
Disinfection by Products
I-IAA5's

$130 1 /Year $130 0 $0 $130

Inorganic Contaminants
("IOns") MAP 2/9 Years $0 2/9 Years $0 $0

Synthetic Organic
Contaminants ("SOC's")

MAP 2/9 Years $0 1 /9 Years $0 $0

SOCs MAP 0 $0 1/3 Years $0 $0

Volatile Organic

Contaminants ("VOCs")
MAP 2/6 Years $0 2/6 Years $0 $0

Radiochemicals MAP 2/6 Years $0 1/6 Years $0 $0

Radiochemicasl MAP 0 $0 1 /3 Years $0 $0

Nitrate MAP 2/Year $0 2 /Year $0 $0

Nitrite MAP 2/9 Years $0 2/9 Years $0 $0

Asbestos MAP 2/9 Years $0 2/9 Years $0 $0

MAP $1,828 $955 $2,783

$3,763Total $2,518 $1,245

... . .
.. .

.
.

.

I

Table AA. City, South, Northern Sunrise, 8& Southern Sunrise Water Systems
. . Recommended Water Testing E senses .

MAP Costs
4

. .

: .

Annual Costs

City & South

City 04-02-010 $40,970 $0 $40,970
South 04-02-007 $1,090 $2,265 $3,355
Northam Sunrise

Coronado/Sierra Sunset 04-02-013 & 04-02-055 $510 $844 $1,354
Mustang/Crystal 04-02-054 $308 $600 $908

SouthernSunrise

Cochise/Horseshoe 04-02-011 $690 $1,828 $2,518
Miracle Valley 04-02-023 $290 $955 $1,245

Total Costs 145 $43,858 $6,492 $50,350

Liberty Utilities (Bella Vista Water) Corporation
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d) City, South, Northe1;n_ Sunrise, & Southern Sunrise Waters Systems

In its Income Statement, line item 16 (Contractual Services .- Testing), Liberty Bella Vista
reported $89,695 in water testing expenses for the 2014 test year. However, upon reviewing Liberty
Bella Vista's water testing invoices it was determined that approximately $6,086 in additional water
testing expenses (MAP Expenses) were entered in Line Item 24 ll/Iiscellaneous). Consequently,
Liberty Bella Vista's water testing expenses during the test year were actually $95,781 ($89,695 +
$6,086).

l l l



Table AB. Depreciation Rate Table

NARUC
Acct. No.

Depreciable Plant
Stafi'sTypicad &

Recommended Rates
Service Life

ears)
Accrual Rate

( /0)
304 Structures 8: Improvements 30 3.33

305 Collecting & Impounding Reservoirs 40 2.50

306 Lake, River, Canal Intakes 40 2.50

307 Wells & Springs 30 3.33

308 Infiltration Galleries 15 6.67

309 Raw Water Supply Malns 50 2.00

Liberty Udlides (Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
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Staff reviewed, re-evaluated, and recalculated the water monitoring and testing expenses and
determined the adjusted annual water testing expenses to be $50,350, as represented in Table AA.
Liberty Bella Vista's test year costs were greater than the adjusted expenses primarily due to IOC,
VOC, SOC, and Lead & Copper testing that came due during the test year for the City water system.
These tests are not generally required to be monitored on an annual basis. Depending on the test, as
indicated M Table X, the frequency can vary from once every 3, 6, or 9 years. Therefore, Staff
recommends the annual water testing expenses of $50,350 be used for purposes of this proceeding.

F. ARIZONA DEPARTMENT OF WATER RESOURCES ("ADWR") COMPLIANCE

The Liberty Bella Vista City & South, Nordaern Sunrise, and Southern Sunrise water system
service areas are not located within an Active Management Area ("AMA"). According to the ADWR
water provider compliance report, dated January 19, 2016, Liberty Bella Vista's waster systems are in
compliance with its requirements governing water providers and/or community water systems.

G. ARIZONA CORPORATION COMMISSION COMPLIANCE

A check of the Utilities Division Compliance Section database showed that Liberty Bella
Vista's City & South, Northern Sunrise, and Southern Sunrise water systems have no delinquent
Commission compliance items.9

H. DEPRECIATION RATES

Staff's typical and customary depreciation rates, which vary by National Association of
Regulatory Utility Commissioners ("NARUC") plant categories, are illustrated in Table AB. These
rates represent typical and customary values widiin a range of anticipated equipment life. Liberty
Bella Vista is not proposing any changes to its current depreciation rates, which are the same as
Staffs typical rates shown M Table AB. Staff recommends that Liberty Bella Vista continue to use
the depreciation rates listed under "Staffs Recommended Rates" M Table AB.

9 Per Compliance Section email dated January 27, 2016



310 Power Generation Equipment 20 5.00

311 Pumping Equipment 8 12.50

320 Water Treatment Equipment

320.1 Water Treatment Plants 30 3.33

320.2 Solution Chemical Feeders 5 20.00

330 Distribution Reservoirs & Standpipes

330.1 Storage Tanks 45 2.22

330.2 Pressure Tanks 20 5.00

331 Transmlsslon 8: Distribution Malns 50 2.00

333 Services 30 3.33

334 Meters 12 8.33

335 Hydrants 50 2.00

336 Backflow Prevention Devices 15 6.67

339 Other Plant & Misc. Equipment 15 6.67

340 Office Furniture & Equipment 15 6.67

340.1 Computers 8: Software 5 20.00

341 Transportation Equipment 5 20.00

342 Stores Equipment 25 4.00

343 Tools, Shop & Garage Equipment 20 5.00

344 Laboratory Equipment 10 10.00

345 Power Operated Equipment 20 5.00

346 Communication Equipment 10 10.00

347 Miscellaneous Equipment 10 10.00

347.1 Compressed Natural Gas System 30 3.33

348 Other Tangible Plant 10 10.00

Liberty Udlides (Bella Vista Water) Corporation
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1. OTHER ISSUES

1) .Yenive Line and Meier Infra//ation Charge;

Liberty Bella Vista has proposed changes to its existing service line and meter installation
charges.10 The installation charges, listed in Table AC, are refundable advances. For all service line
installation and meter charges, Liberty Bella Vista is requesting the charges be "At Cost" with the
intention of being consistent with Rio Rico Water." Rio Rico Water, located in Southern Arizona, is
another water system owned by Liberty Utilities Corporation. Staff recommends approval of Liberty
Bella Vista's proposed service line and meter installation charges included in Table AC. Staff further
recommends the service line and meter installation charges listed under "Staffs Recommendations"
in Table AC be adopted.

10 SWC's current charges were approved in Decision No. 72251, effective April 7, 2011.
11 Rio Rico Utilities (\X/aterl "At-Cost" Meter and Service Line Installation Charges were approved in Decision No. 73996, dated ]fly
30, 2013.



8Table Ac. Libe
. . .> 4:. ;I

my Bella Vista Sem'ce Line and Meter Installation Charge

Meter Size

Liberty Bella Vista
Pro s..¢ .

. \ J

Stall's Recommendations

' |

Service
Line

Ch

5/8 x 3/4-inch $1,765 $105 $1,870 At Cost At Cost At Cost At Cost At Cost At Cost

3/4-inch $1,765 $180 $1,945 At Cost At Cost At Cost At Cost At Cost At Cost

1 -inch $1,765 $240 $2,005 At Cost At Cost At Cost At Cost At Cost At Cost

1-1 /2 - inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

2-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost AtCost At Cost

3-inch At Cost At Cost At Cost At Cost At Cost AT Cost At Cost At Cost At Cost

4-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

6-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

8-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

10-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

12-inch At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost At Cost

Liberty Utilities (Bella Vista Water) Corporation
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Curiae/wen! Tariff

Liberty Bella Vista's City & South, Northern Sunrise, and Southern Sunrise water systems
have approved Curtailment Tariffs on file with the Commission. The City/South water system tariff
became effective January 20, 2005. The Northern Sunrise and Southern Sunrise water system Tariffs
became effective on April 4, 2007. In its application, Liberty Bella Vista is proposing to combine the
three (3) Tariffs into one (1) standardized Tariff that also includes its proper name, Liberty Utilities
(Bella Vista Water) Corporation. However, the proposed tariff that Liberty Bella Vista submitted was
incomplete. Liberty Bella Vista submitted an updated Curtailment Tariff in response to Staff Data
Request ("DR") No. 6. Staff recommends that the updated Curtailment Tariff submitted in response
to Staff DR No. 6, as shown in Attachment 2, be approved

3) Croix-Connedion/Banéjlow Prevention Tanjjf

Liberty Bella Vista has an approved Cross-Connection/Backflow Prevention Tariff on file
with the Commission. This tariff became effective September 19, 2013. In its application, Liberty
Bella Vista is proposing to update its current tariff to reflect is current name, Liberty Utilities (Bella
Vista Water) Corporation (Attachment 1). Staff recommends that the Cross-Connection/Backflow
Prevention Tariff submitted with its application, as shown in Attachment 1, be approved

4) Of-Site H00/é-UP Fee

Liberty Bella Vista currently has an approved Off-Site Hook-up Fee TaN ff on File with the
Commission. The tariff became effective April 7, 2011, per Decision No. 72251. In its application
Liberty Bella Vista proposed increases to its current off-site hook-up fees, which are indicated in

l l



Hook-Up.Bells Vi8taOfll-SiteT2B1¢ "
i .
9 .

Meter Size (in¢:h¢s} / .

S

5/8 x3/4 1 $1,600 $1,800 $1,600
3/4 1.5 $2,400 $2,700 $2,400

1 2.5 $4,000 $4,500 $4,000
1-1/2 5 $8,000 $9,000 $8,000

2 8 $12,800 $14,400 $12,800
3 16 $25,600 $28,800 $25,600
4 25 $40,000 $45,000 $40,000

6 or Larger 50 $80,000 $90,000 $80,000

Liberty Utilities (Bella Vista Waters Corporation
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Table AD. However, Liberty Bella Vista was unable to provide documentation supporting its
proposed increases. Therefore, Staff recommends that Liberty Bella Vista continue to use the hook
up fees listed under "Staffs Recommendations" in Table AD

Bet! Managefnen! Pran'i0eJr ('fluMp '9 Tanjl'

Currently, Liberty Bella Vista has five (5) BMP Tariffs on file with the Commission. The five
(5) BMP's were approved per Decision No. 72530, August 17, 2014

P0rt-Tex! Year ('7>;1y'9 P/ant

In its application, Liberty Bella Vista requested PTY plant adjustments, through November
30, 2015, in the amount of $872,772. In response to Data Request ("DR") TBH 4.17, Liberty Bella
Vista provided an adjusted balance, through December 31, 2015, to its original PTY balance via its
response to the Residential Utility Consumer Office ("RUCO") DR 2.10. Staff witness Teresa
Hunsaker will address PTY plant adjustment expenses in her testimony

Liberty Bella Vista's PTY plant adjustments are separated into two (2) categories: ll Capital
Improvement Projects, which are major capital investment projects dirt are generally budgeted and
planned, and 2) Blanket Projects, which are routine capital improvement projects that general
include the installation of water mains, hydrants, valves, meters, service lines, small pumps and
motors, and other items considered to be general equipment

) City & South Water Systems

Liberty Bella Vista has requested that six 16) Capital Projects be included as PTY Plant
Additions for its City & South water systems. Each capital project, listed in Table AE, was found to
be in-service and used and useful during the plant facilities site inspection on January 13, 14 & 21



TabkAE. City 8: South Water Systems Post Test Year Capital Improvement Projects

pfoiw D¢°<=1=ii>®i°~=~Project Name

OfEc¢ Solar System Solar Panels, Antenna, ac Modem8500-10014-002504 304

Office Solar System Power Generation Equipment8500-10014-002510 310

347.1 Misc.Equipment Compressed Natural Gas Facility8500-100014-002636

Computers 8: Software Installation of three (3) Security Panic Buttons8500-14001-34001 340.1

Structures 8: Improvements
Motor Control Unit Upgrades at Nichols ac Broken
Arrow BPS's

8500-1 S018-3040 304

Power Operated Equipment Purchase of Backhoe8500-15019-3450 345

0 •

Pressure Gauges, Check Valves, Site Glass, Air
Reducing Valves, Pressure Relief Valves, 8-c Motor
Replacement

8500-15015-31100 311 Pumping Equipment: Wells

Go Blmnlnet Pioieecs
1,".}i°. "4 ... u.==» .. . . x . ... »  .,,_...,.

~1. v:=.vl.:;,'a>.~ . .

&Table AF. Sauté Wwe: Sywneum Post  T¢st l§%n

.4
Paoiect DescriptionProject Name

¢<:..=

.j:~<job Number

Equipment: Replacement
Rebuild Meter Reading Handheld, ac Server Room

A/C Unit Installation
8500-15002-34000
8500-15002.34001

340

Tools' New 8: Replacements
Shovels, Hydrant Wrenches, Valve Keys, Rakes,
Handsaws, Gauges, Socket Set, 8: Hoses

8500-15003-34300
8500-15004-34300

343

New 8: Replacement Safety
Equipment

Safety Cones 8: Eye Wash Valves
8500-15005-34300
8500- 1S006-34300

343

Service Lines: Replacements
Valves, Couplings, Gaskets, Corporation Stops,

Clamps, Saddles, ac Wrap
8500-15008-33300 333

Meters: Replacements
Meters (various sizes), Strainers, Risers, Gaskets &
Couplings

8500-15010-33400 334

I-Iydrants: Replacements
2"Hydrant, Break Away Repair Kit, 8¢ Mechanical
joint Kit

8500-15012-33500 335

Distribution Main
Replacements

Valve Cans, Mechanical Joint Kit, PVC Pipe,
Restraint, 8; MegaLug

8500.15013-33100 331

Structures 8: Improvements:
Booster Pump Stations

Solenoid Valves8500-1 S013-30400 304

Pumping Equipment:
Booster Pump Stations

Well Replacement Pumps, Check Valves, Seal Kits,
Pressure Relief Valves, Booster Pump Rebuilds, 8:

Air Compressors
8500-15014.31100 311

Structures 8: Improvements:
Electrical

Chlorine Shed (Wild Horse Well Site), ac Fence
Rebuild (Well No. 15)

8500-15015-30400 304

Liberty Utilities (Bella Vista Water
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Liberty Bella Vista has requested that seventeen (17) PTY Blanket Projects, listed in Table
AF, be included as PTY Plant Additions for its City & South water systems. The blanket projects
were found to be in-service and used and useful during the plant facilities site inspection on January
13, 14 8: 21, 2016.

l l Ill 1 - 1



320.2
Solution Chemical Feeders:
Wells

Chlorine Foot Valves, Clear & Black Tubing,
Sample Taps, Injection Valves, & Hose adapters

304
Structures & Improvements:
Electrical

Control Wiring @ Rail Oaks Well Site No. 1 & 2,
Variable Frequency Drive ("VFD") @ Kings
Ranch Well Site, & Booster Pump Controls.

346
Communication Equipment:
Electrical

SCADA Module @ Well No. 19, SCADA Rebuild
@ (Kings Ranch Well Site), Power Supply for
Communication Data, & Reconfigure SCADA @
Well No. 7, 14, 19, 8: Rail Oaks Wells No. 1 & 2

8500-15016-3040

8500-15016-3460

8500-15015-32000

Table AG. Northern Sunrise Water System Post Test Year Blanket Projects*

B» é° iwnam¢
• .... .»:=. ,¢ ::>» .....

:Z2!:2v .

=:1»=.

. ..,.,
Fmyect Description

.. / ."I
job Number

8137-15006-34300 343 Equipment: New Safety Chlorine Transfer Containers

8137-15010-33400 334 Meters: Replacements Gaskets, Couplings, 8: Valves

8137-15013-33100 331
Distribution Mains:
Replacements

Valves, Valve Cans, Mechanical joints, Mega Lugs,
PVC Pipe, 8: Barrels

8137-15014-30400 304
Structures 8: Improvements:
Booster Pump Stations

Check Valve

8137-15014-31100 311
Pumping Equipment:
Booster Pump Stations

VFD Human Machine Interface ("HMI")
replacement

Motor Starter & Heater8137-15015-30400 304
Structures ac Improvements:
Wells

8137-15015-30700 307 Wells 8: Springs: Wells Liner 8: Test Pump

8137-15015-31100 311 Pumping Equipment: Wells Well Replacement Pump

8137-15016-3460 346
Communication Equipment:
Electrical

SCADA Pulse Converter 8: Communication
Module

Liberty Utilities (Bella Vista Water) Corporation
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bl Nordlerl l  Sunrise Water System

The Northern Sunr i se  wate r  system did not have  any  Capi ta l  Projec ts in the  PTY. Liberty
Bella Vista has requested that ten (10) Blanket Projects, l isted in Table AG, be included as PTY Plant
Additions for the  Northern Sunrise  water system. The blanket projects were  found to be in-service
and used and useful during the plant facil ities site inspection on January 13, 14 & 21, 2016

cl Southern Sunrise Water System

The  Southern Sunr i se  wate r  system did not have  any  Capi ta l  Projec ts  in the  PTY. Liberty
Bel la Vista has requested that e leven (11) Blanket Projects, l i sted in Table  AG, be inc luded as PTY
Plant Addi t ions for the  Southern Sunri se  water  system. The  blanket projec ts were  found to be  in
service and used and useful during the plant facil ities site inspection on January 13, 14 & 21, 2016

11111111-'1



Table AG. Southern Sunrise Want System Post Test Yea: Blanket Projects. .  \ .¢»¢

.."

. //

job Number Project Name Project Description

8140-15002-34001 340.1 Computers 8: Software APC Smart Unintemnptable Power Supply ("UPS")

8140-15005-34300 343 Equipment: Safety Eye Wash Valves

8140-15008-33300 333 Service Lines: Replacements Couplings, Saddles, Inserts, Tees, 8: Valves

8140-15010-33400 334 Meters: Replacements Valves 8: Couplings

8140-15013-33100 331
Distribution Mains:
Replacements I _

Valves, Valve Cans, Plugs, Couplings, Mega Lugs,

Mechanical joints, Tees, 8: PVC Pi

8140-15014-30400 304
Structures 8: Improvements:
Booster Pump Stations

HMI replacement on VFD 8: VFD Starter rebuild

8140-15015-30400 304
Structures 8: Improvements:
Wells

Conduit to Reconnect Naranja Wells

8140-15015-30700 307 Wells ac Springs: Wells Well Rehabilitation

8140-15015-31100 311 Pumping Equipment: Wells
Pump Replacement, Control Box @ Naranja Well
No.2,Pipe 8: Fitting for Flushing Naranja Well No.
2

Liberty Utilities (Bella Vista Water) Corporation
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Fair Va/ue Ariana Rule Eva/zzalion ('flARE '9 Mode/

Liberty Bella Vista, in its rate application, is seeking approval from the Commission of its
proposed FARE model. The Fare model application will be addressed by Revenue Requirements &
Audits Staff witness James Armstrong.

8) Ljlaefyjf Be//4 Via Water Usage Data Suhfffilted

In its application, Liberty Bella Vista submitted combined water usage data for each of its six
(6) water systems. For example, Bella Vista City and South water usage data (production, sold, and
connections) were combined preventing the individual water loss and adequate production & storage
capacities to be determined. Combined, the two (2) systems have adequate production and storage
capacity, as well as acceptable water loss. However, due to Liberty Bella Vista combining the water
usage data, determining if each system has acceptable water loss and adequate production and storage
capacities is virtually impossible. Such is d'le case with the Northern Sunrise (Crystal/Mustang &
Coronado/Sierra Sunset systems) and Soudiern Sunrise (Cochise/Horseshoe & Miracle Valley
systems) water systems. Staff recommends that Liberty Bella Vista separate its water usage data for
each system within the City, South, Nordaern Sunrise, and Southern Sunrise water systems going
forward.

9) Rwomi/julion ofNARUC Amounts 330 Q 320

In Liberty Bella Vista's application, Staff determined that Liberty Bella Vista had not properly
classified NARUC Accounts 320 and 330 into the appropriate sub-accounts. Staff has been working
with Liberty Bella Vista to properly reclassify the accounts. Liberty Bella Vista will be providing
information for the reclassification to the sub-accounts through a supplemental response to Staffs

in ll u\II\\lllII\
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Data Requests TBH 2.22 and TBH 2.23.
Surrebuttal Testimony

Staff will make the appropriate adjustments in its

J- FINANCING

On November 2, 2015, Liberty Bella Vista filed a financing application (Docket No. W
02465A-15-0370) requesting approval to borrow $4,700,000 from Liberty Utilities Company an
affiliate of Liberty Bella Vista. The purpose for the loan is for Liberty Bella Vista to rebalance its
current capital structure of 89.68 percent equity and 10.32 percent debt to a capital structure
consisting of 70 percent equity and 30 percent debt. The Financing application will be addressed b
Revenue Requirements & Audits Staff witness Crystal Brown
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FIGURES
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FIGURE 1 COCHISE COUNTY MAP
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FIGURE 4 CITY WATER SYSTEM VISTA VIEW WELL SITES no. 1 & 2
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Liberty Bella Vista - City Water System
Vista View Well Site Nos. 1& 2
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FIGURE 5 CITY WATER SYSTEM WELL no. 1
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FIGURE 6 _ CITY WELL SYSTEM WELL SITE NO. 2
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FIGURE 7 - CITY WATER SYSTEM WELL SITE no. 3
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FIGURE 8 CITY WATER SYSTEM WELL SITE no. 5
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FIGURE 9 CITY WATER SYSTEM WELL SITE no. 7
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FIGURE 10 CITY WATER SYSTEM WELL SITE no. 8

II I I

Liberty Bella Vista - City Water System

Well Site No. 8

3-21-16

/
/

/ .
/

Ent ry Gate

\\ .

5,000 Gallon

Pressure Tank

400,000 GMM
Storage T

Electrical Cont ro l Panel

6-inch Flow Meter \

Well  No.  8 (DWR No.  55-610126) O I

I s o la t i o n Valve

.......,

I
1

Clz  In jec t ion

\.

\.
Entry Gate \

./
/

4 >

To Distribution

Isolation Valves

I

Booster Pumps

J r - \

I

m /1



Liberty Udlitzies (Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 42

FIGURE 11 CITY WATER SYSTEM WELL SITE nos. 9 & 10
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FIGURE 12 CITY WATER SYSTEM WELL SITE no. 11
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FIGURE 13 CITY WATER SYSTEM WELL SITE no. 12
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FIGURE 14 CITY WATER SYSTEM WELL SITE NO. 13
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FIGURE 15 CITY WATER SYSTEM WELL SITE NO. 14
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FIGURE 16 - CITY WATER SYSTEM WELL SITE no. 15
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FIGURE 17 - CITY WATER SYSTEM WELL SITE NO. 16
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FIGURE 18 CITY WATER SYSTEM WELL SITE no. 18

\. /  |\ Entry Gate / .
\ X / Isolation Valves

4 I
I u

I |
I

QS QS 'B'
u:
d

p_,

Well No. 18 (DWR No. 55-518083)

Trans former

,000 Gallon
E
°8
o

U

68

"8»_
:>
E*
an

Inactive Engine

Booster Pumps

Bladder Tank

O
8 o

E
I

Bladder Tank

Booster Pumps

10-inch Flow Meter

Isolation Valve

.I
/

/
/

I

Isolation Valves

Cl2

Injection

I

Electrical Control Panel

i

o

I



3-21-16Liberty Bella Vista - City Water System
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FIGURE 19 CITY WATER SYSTEM WELL SITE no. 19
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FIGURE 21 - SOUTH WATER SYSTEM ASH WELL SITE
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FIGURE 22 - SOUTH WATER SYSTEM FAIRFIELD WELL SITE
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3-21-16Liberty Bella Vista - South Water System
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FIGURE 23 - SOUTH WATER SYSTEM KINGS RANCH WELL SITE
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FIGURE 24 _ SOUTH WATER SYSTEM STUMP WELL SITE
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FIGURE 25 SOUTH WATER SYSTEM WILD HORSE WELL SITE
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3-21-16Liberty Bella Vista - South Water System
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FIGURE 26 .- SOUTH WATER SYSTEM RAIL OAKS WELL SITE WELL nos. 1 & 2

Ill I

% -illch
Flow Meter

Well No. 1
(DWR No. 55-536074)

I

100

-

i n

5,000 Gallon
Pressure Tank

Booster Pump

Well No. 2
(DWR No. 55-597128)

2-inch

Flow Meter

»/
O

Emergency Fill Line

I

C12
Injection

_
Q F

o  8
e  =
3 an
..-;' 2

nm.

.ah¢I::
O ns

i
!

W
* Booster Pump

Electrical Control Panel > 1 .4

O

Isolation Valves -

8 8

i
i

I



*

>" . : . :1r."
:1:. : . .<».>>74 wh. . . . . .

1 1

l
Flow Meter
Removed

Electrical
Control Panel+

WellNo. 3
(DUR No. 55-583389)

®
I
i
i
i

Isolation Valve

Liberty Utilities (Bella Vista Water) Corporation
Docket Nos. W-02465A_15-0367 et al
March 23, 2016
Page 58

FIGURE 27 SOUTH WATER SYSTEM RAIL OAKS WELL SITE WELL no. 3
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FIGURE 28 SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 3
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FIGURE 29 SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 9
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FIGURE 30 _ SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 10
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FIGURE 31 SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 15
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3-21-16Liberty Bella Vista - South Water System
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FIGURE 32 SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 16
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FIGURE 33 SOUTH WATER SYSTEM NICKSVILLE WELL SITE no. 17
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FIGURE 34 SOUTH WATER SYSTEM ASH TANK SITE
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FIGURE 35 SOUTH WATER SYSTEM LONE MOUNTAIN TANK SITE
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FIGURE 36 SOUTH WATER SYSTEM OAKS TANK SITE
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FIGURE 37 SOUTH WATER SYSTEM TRIPLE TANK SITE
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FIGURE 38 SOUTH WATER SYSTEM APACHE POINT BOOSTER PUMP STATION
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FIGURE 39 SOUTH WATER SYSTEM BOOSTER PUMP STATION no. 1
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FIGURE 40 SOUTH WATER SYSTEM BOOSTER PUMP STATION no. 2
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FIGURE 41 SOUTH WATER SYSTEM BROKEN ARROW BOOSTER PUMP STATION
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FIGURE 42 SOUTH WATER SYSTEM KINGS RANCH BOOSTER PUMP STATION
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FIGURE 43 - SOUTH WATER SYSTEM NICHOLS BOOSTER PUMP STATION
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FIGURE 45 NORTHERN SUNRISE WATER SYSTEM CORONADO WELL SITE
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FIGURE 46 NORTHERN SUNRISE WATER SYSTEM SIERRA SUNSET WELL SITE
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FIGURE 47 NORTHERN SUNRISE WATER SYSTEM MUSTANG WELL SITE



3-21-16LibertyBella Vista - Northern Sunrise Water Sys tem

Crystal Well Site
ToDistribution

TTo Distribution *
8: MustangWell Site

/

fn
0 -o

= as
as c
; Cr

.=
n. u
s: :
es s
E Ar

\| _g0H :
N N

8 UP

Entry Gate /
. /

Water Main
parallels Hwy82

To =
Mustang Well Site

®
x ®Normally

Closed

®
C12

*-Injection

(33)

>O2 -inch
Flow Meter

Electrical
Control PanelCrystal Well

(DWR No. 55-220433) L_
Isolation Valves - ®

\
1,500 Gallon

Pressure Tank9 )

Liberty Utilities Bella Vista Water) Corporation
Docket Nos. W-02465A-15-0367 et al
March 23, 2016
Page 79

FIGURE 48 NORTHERN SUNRISE WATER SYSTEM CRYSTAL WELL SITE
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FIGURE 50 SOUTHERN SUNRISE WATER SYSTEM MIRACLE VALLEY WELL SITE no. 1
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FIGURE 51 .- SOUTHERN SUNRISE WATER SYSTEM MIRACLE VALLEY WELL SITE no. 2
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FIGURE 52 SOUTHERN SUNRISE WATER SYSTEM NARANJA WELL SITE no s.  1 , 2, & 3
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FIGURE 53 -. SOUTHERN SUNRISE WATER SYSTEM JAXEL WELL SITE
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FIGURE 54 SOUTHERN SUNRISE WATER SYSTEM HORSESHOE STORAGE TANK SITE
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Liberty Bella Vista - Southern Sunrise Water System
Water Usage - january 2014 - December 2014
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ATTACHMENT 1

LIBERTY UTILITIES (BELLA VISTA WATER) CORP

DOCKET NO

Sheet No. 7

Cancelling Sheet No

Applies to a11 WATER service areas
STATEMENT OF TERMS AND CONDITIONS FOR WATER SERVICE

Iv. CROSS-CONNECTION OR BACKFLOW TARIFF

PURPOSE

The purpose of this tariff is to protect Liberty Utilities (Bella Vista Water) Corp
("Company") from the possibility of contamination caused by the backflow of contaminates that
may be present on the customer's premises by requiring the installation and periodic testing of
backflow prevention assemblies pursuant to the provisions of Arizona Administrative Code
(A.A.C.) R14-2-405.B.6 and A.A.C. R18-4-215

REQUIREMENTS

In compliance with the mies and regulations of the Arizona Corporation Commission
("Commission") and the Arizona Department of Environmental Quality ("ADEQ"), specifically
A.A.C. R14-2-405.B.6 and A.A.C. R18-4-215 relating to backflow prevention

The Company may require a customer to pay for and install a backflow
preventionassemblyif A.A.C. R18-4-215.B orC applies

Any backflow-prevention assembly required to be installed by the customer
under Paragraph 1 of this tariff shall comply with the requirements set forth in
A.A.C. R18-4-215.D and E

Subject to the provision of A.A.C. R14-2-407 and 410 and in accordance with
Paragraphs 1 and 7 of this tariff the Company may terminate service or may
deny service to a customer who fails to install a backflow-prevention assembly as
required by this tariff

The Company shall give any existing customer who is required to install a
backflow-prevention assembly written notice of said requirement. If A.A.C
R14-2-410.B.1.a. is not applicable, the customer shall be given thirty (30)days
from the timesuchwrittennotice is received in which to complywith this notice
If the customer can show good cause as to why she or he cannot installthe device
within thirty (30) days, the Company or Commission Staff may suspend this
requirement for a reasonableperiod oftime

Issued Effective
ISSUED BY

Matthew Garlick, Pmcident
Liberty Utilities (Bella Vista Water C°rp

12725 w. Indian School Road. Suing D-lol
Avondade_ AZ 85392
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LIBERTY UTILITIS (BELLA VISTA WATER) CORP.

DOCKET NO.

Sheet No. 7. l

Cancelling Sheet No. __

Applies to all WATER service areas
STATEMENT OF TERMS AND CONDITIONS FOR WATER SERVICE

Testing shall be in conformance with the requirement of A.A.C. R18-4-215.F.
The Company may require the customer to pay to have the backflow-prevention
assembly tested as long as the Company does not require an unreasonable
number of tests. The Company may also require the customer to pay for repairs
to a backflow-prevention assembly.

The customer shall provide the Company with records of installation and testing.
For each backflow-prevention assembly, these records shall include:

a.
b.
c.
d.

e.

assembly identification number and description;
location;
dates) of test(s);
description of repairs and recommendations for repairs made by tester,
and
the remer's name and certification number.

In the event the backflow-prevention assembly does not function properly or fails
any test, and an obvious hazard as contemplated under A.A.C. R14-2-4l0.B.l.a.
exists, the Company may terminate service immediately and without notice. The
backflow-prevention assembly shdl be repaired or replaced by the customer and
retested before service is restored.

8. In the event the backflow-prevention assembly does not fiction properly or fails
any test, or in the event that a customer fails to comply with the testing
requirement, and A.A.C. R14-2-410.B.1.a. is not applicable, the backflow-
prevention assembly shall be repaired or replaced within fourteen (14) days of
the initial discovery of the deficiency in the assembly or its function. Failure to
remedy the deficiency or dysfunction of the assembly, or failure to retest, shall be
grounds for termination of water service in accordance with A.A.C. R14-2-410.

Issued:
Effective:

ISSUED BY:

I

Matthew Garlics, President
Liberty Utilities (Bella Vista Waler Corp.

12725 w. Indian School Road, Suite D-101
Avondade, AZ 85392
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ATTACHMENT 2

LIBERTY UTILITIES (BELLA VISTA WATER) CORP.

DOCKET no.

Sheet No. _

Cancelling Sheet No.

CURTAILMENT PLAN FOR
LIBERTY UTILITIES (BELLA VISTA WATER) CORP.

Bella Vista City
ADEQ Public Water System Number: 02-010

Bella Vista South
ADEQ Public Water System Number: 02-007

Northern Sunrise (Coronado/Sierra Sunset)
ADEQ Public Water System Number: 02-013

Norther Sunrise (Mustang/Crystal)
ADEQ Public Water System Number: 02-054

Southern Sunrise (Cochise)
ADEQ Public Water System Number: 02-011

Southern Sunrise (Miracle Valley)
ADEQ Public Water System Number: 02-023

Liberty Utilities (Bella Vista Water) Corp. ("Company") is authorized to curtail water service to all
customers within its certified area under the terms and conditions listed in this tariff.

This curtailment plan shall become part of the Arizona Department of Environmental Quality Emergency
Operations Plan for the Company.

The Company shall notify its customers of this new tariff as part of its next regularly scheduled billing
after the effective date of the tariff or no later than sixty (60) days after the effective date of the tariff

The Company shall provide a copy of the curtailment tariff to any customer, upon request.

Stage 1 Exists When:

Company is able to maintain water storage in the system at 100 percent of capacity and there are no
known problems with its well production or water storage in the system.

Restrictions: Under Stage
curtailment is necessary.

1, the Company is deemed to be operating normally and no

Notice Requirements: Under Stage 1, no notice is necessary.

Stage 2 Exists When:

a . Company's water storage or well production has been less than 80 percent of capacity for at least
48 consecutive hours, and

Issued: Effective:
ISSUED BY:

Matthew Garlick, President
Liberty Utilities (Bella Vista Water) Corp.
12725 w. Indian School Road, Suite D-101

Avondale, AZ 85392
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LIBERTY UTILITIES (BELLA VISTA WATER) CORP.

DOCKET no.

Sheet No.

Cancelling Sheet No. _

b. Company has identified issues such as a steadily declining water table, increased draw down
threatening pump operations, or poor water production, creating a reasonable belief the Company
will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 2, the Company may request the customers to voluntarily employ water
conservation measures to reduce water consumption by approximately 50 percent. Outside watering
should be limited to essential water, dividing outside watering on some uniform basis (such as even and
odd days) and eliminating outside watering on weekends and holidays.

Notice Requirements: Under Stage 2, the Company is required to notify customers by delivering written
notice door to door at each service address, or by United States first class mail to the billing address or, at
the Company's option, both. Such notice shall notify the customers of the general nature of the problem
and the need to conserve water.

Stage 3 Exists When:

a . Company's total water storage or well production has been less than 50 percent of capacity for at
least 24 consecutive hours, and

b. Company has identified issues such as a steadily declining water table, increased draw down
threatening pump operations, or poor water production, creating a reasonable belief the Company
will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under Stage 3, the Company shall request the customer to voluntarily employ water
conservation measures to reduce daily consumption by approximately 50 percent. All outside watering
should be eliminated, except livestock, and indoor water conservation techniques should be employed
whenever possible. Standpipe service shall be suspended.

Notice Requirements:

1. Company is required to notify customers by delivering written notice to each service address, or
by United States first class mail to the billing address or, at the Company's option, both. Such
notice shall notify the customers of the general nature of the problem and the need to conserve
water.

2. Beginning with Stage 3, the Company shall post at least two (2) signs showing the curtailment
stage. Signs shall be posted at noticeable locations, like at the well sites and at the entrance to
major subdivisions served by the Company.

3. The Company shall notify the Consumer Services Section of the Utilities Division of the
Corporation Commission at least 12 hours prior to entering Stage 3.

Once Stage 3 has been reached, the Company must begin to augment the supply of water by either
hauling or through an emergency interconnect with an approved water supply in an attempt to maintain
the curtailment at a level no higher than Stage 3 until a permanent solution has been implemented.

Stage 4 Exists When:

a . Company's total water storage or well production has been less than 25 percent of capacity for at
least 12 consecutive hours, and

Issued: Effective:
ISSUED BY:

Matthew Garlick, President
Liberty Utilities (Bella Vista Water) Corp.
12725 W. Indian School Road, Suite D-101

Avondale, AZ 85392



LIBERTY UTILITIES (BELLA VISTA WATER) CORP.

DOCKET no.

Sheet No.

Cancelling Sheet No. _

Company has identified issues such as a steadily declining water table, increased draw down
threatening pump operations, or poor water production, creating a reasonable belief the Company
will be unable to meet anticipated water demand on a sustained basis.

Restrictions: Under  Stage 4,  Company shall  inform the customers of a mandatory restriction to
employ water conservation measures to reduce daily consumption. Failure to comply will result in
customer disconnection. The following uses of water shall be prohibited:

Irrigation of outdoor lawns, trees, shrubs, or any plant life is prohibited
Washing of any vehicle is prohibited
The use of water for dust control or any outdoor cleaning uses is prohibited
The use of drip or misting systems of any kind is prohibited
The filling of any swimming pool, spas, fountains or ornamental pools is prohibited
The use of construction water is prohibited
Restaurant patrons shall be served water only upon request
Any other water intensive activity is prohibited

The Company's operation of its standpipe service is prohibited. The addition of new service lines and
meter installations is prohibited.

Notice Requirements:

1 . Company is required to notify customers by delivering written notice to each service address, or
by United States first class mail to the billing address or, at the Company's option, both. Such
notice shall notify the customers of the general nature of the problem and the need to conserve
water.

2. Company shall post at least two (2) signs showing curtailment stage. Signs shall be posted at
noticeable locations, like at the well sites and at the entrance to major subdivisions served by the
Company.

Company shall notify the Consumer Services Section of the Utilities Division of the Corporation
Commission at least 12 hours prior to entering Stage 4.

Once Stage 4 has been reached, the Company must augment the supply of water by hauling or through an
emergency interconnect from an approved supply or must otherwise provide emergency drinking water
for its customers until a permanent solution has been implemented.

Customers who fail to comply with the above restrictions will be given a written notice to end all outdoor
use. Failure to comply within two (2) working days of receipt of the notice will result in temporary loss
of service until an agreement can be made to end unauthorized use of outdoor water. To restore service,
the customer shall be required to pay all authorized reconnection fees. If a customer believes he/she has
been disconnected in error, the customer may contact the Commission's Consumer Services Section at l-
800-222-7000 to initiate an investigation.

Issued: Effective:
ISSUED BY:

Matthew Garlick, President
Liberty Utilities (Bella Vista Water) Corp.
12725 W. Indian School Road, Suite D-101

Avondade, AZ 85392
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1 INTRODUCTION

2 Q. Please state your name, place of employment and job title.

3 A.

4

5

My name is jean W. Liu. My place of employment is the Arizona Corporation Commission

("ACC" or "Commission"), Utilities Division, 1200 West Washington Street, Phoenix,

Arizona 85007. My job title is Water/Wastewater Engineer.

6

7 Q. How long have you been employed by the Commission?

8 A. I have been employed by the Commission since October 2005.

9

10 Q. Please list your duties and responsibilities.

11 A.

12

13

14

15

16

My main responsibilities are to inspect, investigate and evaluate water and wastewater

systems. This includes obtaining data, preparing reconstruction cost new and/or original cost

studies, investigative reports, interpreting rules and regulations, and to suggest corrective

action and provide technical recommendations on water and wastewater system deficiencies.

I  also prov ide wri t ten and oral  test imony in rate cases and other cases before the

Commission.

17

18 Q. How many companies have you analyzed for the Utilities Division?

19

20

I have analyzed more than 50 companies fulfilling these various responsibilities for Utilities

Division Staff ("Staff") .

21

22 Q. Have you previously testified before this Commission?

23 A. Yes, I have testified before this Commission.

24

A.

I
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1 Q . What is your educational background?

2

3

4

5

I am a Ph.D. Candidate in Geotechnical Engineering from Arizona State University ("ASU") .

I have a Master of Science Degree in Natural Science from ASU and a Master of Science

Degree in Civil Engineering from the Institute of Rock & Soil Mechanics ("IRSM"),

Academy of Sciences, China.

6

7 Q. Briefly describe your pertinent work experience.

8 A. From 1982 to 2000, I was employed by IRSM, SCS Engineers, and URS Corporation as a

9 Civil and Environmental Engineer. In 2000,  I  joined the Ar izona  Depar tment  of

10

11

12

Environmental Quality ("ADEQ"). My responsibilities with ADEQ included review and

approval of water distribution systems, sewer distribution systems, and on-site wastewater

treatment facilities. I remained with ADEQ until transferring to the Commission in October

13 2005.

14

15 Q. Please state your professional memberships, registrations, and licenses.

16 A. I am a licensed professional civil engineer in die State of Arizona.

17

18 PURPOSE OF TESTIMONY

19 Q . What was your assignment in this rate proceeding?

20 A.

21 or

22

23

24

25

My assignment was to provide Staffs engineering evaluation of the subject rate proceeding. I

reviewed the Rio Rico Utilities, Inc.'s ("Rio Rico Utilities" "Company") application and

responses to data requests, and I inspected the water and wastewater systems. This testimony

and its attachments present Staffs engineering evaluation. The findings of my engineering

evaluation are contained in the Engineering Reports that I have prepared for this proceeding.

The reports are included as Exhibits JWL-1 and JWL-2 to this pre-Bled testimony.

III u l

A.
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1 ENGINEERING REPORTS

2 Q. Please describe Me infonnation contained in your Engineering Reports .

3

4

5

6

7

8

9

10

11

12

The Reports are divided into three general sections: 1) Executive Summary; 2) Engineer1'n<g Rqbofi

Di.w1.f.rion, and 3) Engineering Rapoft Ex/Jibitf. The Diftzwion section for the Water System is

further divided into ten subsections: A) Location of Company; B) Description of the Water

System; C) Maricopa County Environmental Services Department ("MCESD") Compliance

or ADEQ Compliance; D) ACC Compliance; E) Arizona Department Of Water Resources

("ADWR") compliance; F) Water Testing Expenses, G) Water Usage, H) Growth; I)

Depreciation Rates; J) Other Issues. The Diicwmion section for the Wastewater System is

divided into eight subsections: A) Location of Company; B) Description of the Wastewater

System; C) Wastewater Flow; D) Growdi; E) ADEQ Compliance; P) ACC Compliance; G)

Depreciation Rates; H) Other Issues.

13

14 RECOMMENDATIONS AND CONCLUSIONS

15 Q. What are Staffs conclusions and recommendations regarding the Company's

16 operations?

17 Staffs conclusions and recommendations from the engineering report are contained in the

18 "Executive Summary" of Exhibits JWL-1 and JWL-2.

19

20 Q. Does this conclude your Direct Testimony?

21 A. Yes, it does.

lllIIlull I

A.

A.
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I

\. Engineering Report for:
Rio Rico Utilities, Inc.
Docket No. WS-02676A-15-0368 (Rates)

I By: ]ion W Liu
Utilities Engineer

March 23, 2016

EXECUTIVE SUMMARY

CONCLUSIONS:

The Arizona Department of Environmental Quality ("ADEQ") reported that the Rio Rico
Utilities, Inc. ("Rio Rico Utilities" or "Company") Public Water System ("PWS") No. 12-
011, is currently delivering water that meets water quality standards required by 40 C.F.R.
141 (National Primary Drinking Water Regulations) and Arizona Administrative Code, Title
18, Chapter 4. (ADEQ compliance status report dated March 10, 2016) .

Rio Rico Utilities is located within the Santa Cruz Active Management Area l"AMA") and is
subject to Arizona Department of Water Resources ("ADWR") AMA reporting and
conservation requirements. ADWR reported that the Company is currently M compliance
with departmental  requirements governing water providers and/or community water
systems. (ADWR email dated March 1, 2016) .

3. Staff concludes that the Company has adequate production capacity and storage capacity to
serve the existing customer base and reasonable growda.

4. A check wide the Arizona Corporation Commission's ("ACC" or "Commission") Utilities
Division Compliance Section showed that dire is one item "pending" for the Company.
(See Section D for details).

5. Rio Rico Utilities has approved Curtailment Plan and Backflow Prevention Tariffs on 81e
with the Commission.

6. Rio Rico Utilities has ten approved Best Management Practice tariffs on File with the
Commission.

7. The Company reported 810,653,000 gallons pumped, 717,527,631 gallons sold, and
31,231,000 gallons used for flushing lines, etc. resulting in a water loss of 7.64 percent for
the test year ending December 31, 2014.

2.

1.

III



RECOMMENDATIONS

Staff recommends the average annual cost of $39,413 be adopted for the water testing
expense in this proceeding

In the prior rate case, the Company adopted Staffs typical and customary water depreciation
rates. These rates are presented in Table B and it is recommended that the Company
continue to use these depreciation rates by individual National Association of Regulatory
Utility Commissioners category

The Company has not requested any changes in the "At Cost" service line and meter
installation charges that were approved in its last rate application. Therefore, Staff
recommends continued use of the current at cost meter and service line installation charges
for all meter sizes as listed in Table L-1
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ADWR ID No. Pump HP Pump
GPM

Casing
Depth(ft)

Casing
Size(in)

Meter
Size(in)

Year
Drilled'm.I

55 502579 1100 650 16 8 198355 502579

55 619359

55 604364

55 604363

55 587292

55 206176

Total

75 625 250 10 6 1985

75 625 251 10 6 1968

75 650 603 12 8 1970

200 975 605 16 10 2003

250 1300 650 16 10 2005

S275

Rio Rico Utilities, Inc. - Water
Docket No. WS-02676A-15-0368
Page 1

A. INTRODUCTION AND LOCATION OF COMPANY

Rio Rico Utilities, Inc. ("Rio Rico Utilities" or "Company") is an Arizona public service
corporation authorized to provide water and wastewater service within portions of Santa Cruz
County, Arizona. On October 28, 2015, the Company Bled an application with the Arizona
Corporation Commission ("Commission" or "ACC") to increase its rates for water service. The
Company's existing Certificate of Convenience and Necessity ("CC&N") for water service covers an
area totaling approximately 89 square miles. Rio Rico Utilities provided water service to
approximately 6,400 customers as of the test year ending December 31, 2014. Figure 1 shows the
location of Rio Rico Utilities within Santa Cruz County and Figure 2 shows the certificated area.
The Commission Utilities Division ("StafF') engineering review and analysis of the pending
application is presented in this report.

B. DESCRIPTION OF THE WATER SYSTEM

The plant facilities were visited on February 25, 2016, by Jiao Liu, Staff Utilities Engineer
Water/Wastewater, in the accompaniment of Gerry Becker, and Dara Duffy of the Company.

The drinking water system serving the community of Rio Rico is divided geographically by
the Santa Cruz River, which nuns south to north. Twelve inch and sixteen inch transmission mains
cross the Santa Cruz River and allow the east and west sections of the water system to operate as a
single unit. The terrain is very hilly and consequently the water system is divided into seven pressure
zones at 150 feet intervals and dotted with about 26 small pressure tank and booster stations, which
are in addition to the major pumping and storage facilities. Six groundwater wells provide the water
source and feed into a lower pressure zone. All groundwater is disinfected with elemental chlorine.

(Tabular Desorption of Wafer Jaflewj

Well Data (active wells only)

Note: GPM : gallons per minute.

_I III



Storage Tanks Pressure Tanks Booster Pumps
Capacity
(gallons)

Quantity Capacity
(gallons)

Quantity Capacity

(HP)
Quantity

200,000 1 2,000 9 30 8
150,000 1 1,500 3 25 13
100,000 1 20 8
10,000 4 15 10

1,000,000 1 10 3

7.5 9
Total 2,130,000 3 2

640,000 1 5,000 16 40 2

Mains Customer Meters Fire Hydrants
Size inches Length feet Size (inches Quantity Quantity

Gver 4 1,478,264 3/4 10

1 1

1.5 17
2 44
3 24
4 4
6 1

4 and Under 325,458 5/8x3/4 6566 315

Rio Rico Utilities, Inc. - Water
Docket No. WS-02676A-_5-0368
Page 2

c. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE
("ADEQ")

ADEQ reported that the Company's drinking water system, Public Water System ("PWS")
No. 12-011, is currently delivering water that meets water quality standards required by 40 C.F.R.
141 (National Primary Drinking Water Regulations) and Arizona Administrative Code ("A.A.C."),
Tide 18, Chapter 4 (ADEQ compliance status report dated March 10, 2016).

D. ARIZONA CORPORATION COMMISSION COMPLIANCE

A check with the Utilities Division Compliance Section showed that there is one item
"pending" for the Company.

DOCKET: WS-02676A-_1-0134 DECISION NO: 72732

ACTION: File with Docket Control, as a compliance item in this docket, within two
years of the effective date of this Decision, copies of Windward's Certificates of APPROVAL TO
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CONSTRUCT (ATC) from the Arizona Department of Environmental Quality for the plant
necessary to serve the Windward Development.

COMPLIANCE DUE DATE: January 6, 2016

NOTE: Company Bled a request for an Extension of Time on February 4, 2016. It is
waiting for  Staffs response to the Extension of Time request. Therefore, Company is not
considered delinquent, due to the "pending" company request. (ACC Compliance Section Email
dated March 15, 2016).

E. ARIZONA DEPARTMENT OF WATER RESOURCES (c¢ADWR99) COMPLIANCE

Rio Rico Utilities is located within the ADWR Santa Cruz Active Management Area
("AMA") and is subject to ADWR AMA reporting and conservation requirements. ADWR
reported that Company is currently M compliance with departmental requirements governing water
providers and/or community water systems. (ADWR end dated March 1, 2016) .

F. WATER TESTING EXPENSES

Since Rio Rico Utilities serves more than 6,400 customers, the Company does not participate
in ADEQ's Monitoring Assistance Program. The Company reported a total water testing expense
of $41,806.60 during the test year. The compliance cycle consists of three, three year periods for a
total nine year cycle, therefore, the sampling costs are directly tied into the sampling compliance
cycle.

Rio Rico Utilities reported annual water testing expenses for year 2012 to 2014 as follows:

Table A. Water Testing Cost

Year 2012
Year 2013
Year 2014

$26,421.05
350,011.00
$41,806.60

Therefore, average annual water testing expense from 2012 to 2014 is $39,412.88 Staff
rev iewed these expenses and supporting documentation prov ided by the Company. Staff
recommends the annual water testing expense of $39,413 (rounded) be used for purposes of this
application.

G. WATER USE

Wafer So/d

Based on the information provided by due Company, water use for the test year ending
December 31, 2014 is presented below. The high monthly domestic water use was 436 gal/day per

ll l
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service connection in July and the low monthly domestic water use was 234 gal/day per service
connection in March. The average annual use was 307 gal/day per service connection

Rio Rico Utilities
Water Usage 2014

435 436

310 307

Jan '14 Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

MONTHS

Non-awaunl Water

Non-account water should be 10 percent or less and never more dan 15 percent. It is
important to be able to reconcile the difference between water sold and the water produced by the
source. A water balance will allow a water company to identify water and revenue losses due to
leakage, cleft, and flushing. The Company reported 810,653,000 gallons pumped, 717,527,631
gallons sold, and 31,231,000 gallons used for flushing lines, etc. resulting in a water loss of 7.64
percent for the test year ending December 31, 2014

H. GROWTH

Rio Rico Utilities had 6,770 customers in 2009. In test year 2014, the Company had 6,419
customers. The Company has been losing customers and expects aNs trend to continue and
therefore predicts that little or no growth will occur in the next five years

Staff concludes that Rio Rico Utilities has adequate production capacity and storage capacity
to serve the existing customer base and reasonable growth



NARUC
Acct. No.

- _ -

Depreciable Plant
Annual

Accrual Rate

(° 0)

Average
Service Life

(Years)

304
-

Stnlctures & Improvements 30
305 Collecting & Impounding Reservolrs 40
306 Lake, River, Canal Intakes 40
307

I
Wells & Sprigs 30

"`!3.33

2.50

2.50

3.33

5.00

12.5

2.50

3.33

6.67

2.00

5.00

12.5

308

309

310

311

320

320.1

320.2

330

330.1

330.2

335

336

342

Infiltration Galleries 15

Raw Water Supply Moms 50
Power Generation Equipment 20

Pumping Equipment 8

Water Treatment Equlpment

309

330

330.1

330.2

331

333

334

Water Treatment Plants 30
I

3.33
Solution Chenncal Feeders 5

Distribution Reservoirs & Standpipes

Storage Tanks 45
Pressure Tanks 20

Transnusslon & Distribution Mains 50

Services 30
Meters 12
Hydrants 50

Backflow Prevention Devlces 15

Other Plant & Misc Equipment 15

Office Furniture & Equipment 15

Computers & Software 5

Transportation Equipment 5

20.0

2.22

5.00

2.00

3.33

8.33

2.00

6.67

6.67

6.67

20.00

20.00

4.00

5.00

335

336

339

340

340.1

341

342 25

20343 Tools, Shop & Garage Equlpment

Rio Rico Utilities, Inc. - Water
Docket No. WS-02676A-15-0368
Page 5

In its application Rio Rico Utilities has requested approval of Fair Value Arizona Rate
Evaluation Model ("FARE"). Please see testimony of Staff member James R. Armstrong for the
details.

1. DEPRECIATION RATES

In the prior rate case, the Company adopted Staffs typical and customary water depreciation
rates. These rates are presented in Table B and it is recommended that the Company continue to
use these depreciation rates by individual National Association of Regulatory Utility Commissioners
category.

Table B. Depreciation Rates



- A .
344 Laboratory Equipment 10.00

345 Power Operated Equipment 20 5.00

346 Communication Equipment 10 10.00

347 Miscellaneous Equipment 10 10.00

348 Other Tangible Plant

10

8-inch & Larger At Cost Ar Cost At Cost

Meter Size

Current and
Proposed

Service Line
Charges

Current and
Proposedli)

Meter
Charges

Current and
Proposed

Total
vChar s

5/8 x3/4 inch At Cost At Cost At Cost
3/4-inch Ar Cost At Cost At Cost
1-inch At Cost Ar Cost At Cost

1-1/2-inch At Cost Ar Cost At Cost
2-inch At Cost Ar Cost At Cost
3-inch Ar Cost At Cost At Cost
4-inch At Cost Ar Cost At Cost
6-inch Ar Cost At Cost At Cost

Rio Rico Udlides, Inc. - Water
Docket No. WS-02676A-_5-0368
Page 6

NOTES:
1. These depreciation rates represent average expected rates. Water companies may experience different rates due

to variations in construction, environment, or the physical and chemical characteristics of the water.

2. Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in accordance
with the specific capital items in this account.

J- CURTAILMENT PLAN AND BACKFLOW PREVENTION TARIFF

Rio Rico Utilities has approved Curtailment Plan and Backflow Prevention Tariffs on file
with the Commission.

K. BEST MANAGEMENT PRACTICES

Rio Rico Ut i l i t i es  h as ten  appr oved Best  Man agemen t  Pr act ice ta r i ffs  on  fi l e wi th  th e
Commission.

L. METER AND SERVICE LINE INSTALLATION CHARGES

Th e Compan y h as  n ot  r equested  an y ch an ges in  th e "At  Cost "  ser vice l in e an d  meter
installation charges that were approved in  i ts last  rate application.  Therefore,  Staff recommends
continued use of the current at cost meter and service line installation charges for all meter sizes as
listed below in Table L-1 .

Table L-1. Service Line and Meter Installation Charges

(1). Meter charge includes meter box or vault.
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M. POST-TEST YEAR PLANT

In its application, Rio Rico Utilities requested post-test year ("PTY") plant adjustments. The
post-test year project additions are as follows:

Job Description
1) 2000 AMR Meters With Two Hand Held Readers,

Mobile Computer & Programming

Placed In Service Dates
March 15, 2015

2) Security Panic Buttons March 2, 2015

31 WP 30 Booster Station - Phase 1 Engineering
& Construction

]ume 4, 2015

4) Booster Station Replacements Various

5) Well Replacements Various

6) Security Fencing for Back Property Various

7) Booster Station Replacements Various

8) Distribution Mains - Replacements Various

9) Replacement Services Various

10) Replacement Meters - Residential Various

11) Replacement Hydrants Various

12) Tools & Equipment Replacements Various

13) Tools & Equipment New Various

14) Safety Equipment Replacements Various

15) Hot Tap Drilling Machine Various

Staff has inspected and verified completion of the post-test year plant additions listed above.
These post-test year plant additions were in-service during Staffs inspection on February 25, 2016.

Staff witness Teresa Hunsaker will address any PTY plant cost adjustments in her testimony.

Ill
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Engineering Report
Rio Rico Utilities, Inc. - Wastewater
Docket No. WS-02676A-15-0368 et al.
(Rates)

By Jian W Liu

March 23, 2016

EXECUTIVE SUMMARY

CONCLUSIONS:

1. The Arizona Department of Environmental Quality ("ADEQ") regulates die Rio Rico
Utilities, Inc. ("Rio Rico Utilities" or "Company") wastewater treatment plants under
Permits Nos. 101731 and 52015. "Based upon the data submitted by the facility, ADEQ has
determined that as of this date the facility was currently in compliance for the review period
noted above." (ADEQ report dated March 11, 2016)

2. A check with due Arizona Corporation Commission ("ACC" or "Commission") Utilities
Division Compliance Section showed that there are no delinquent compliance items at this
time. (ACC Compliance Section Email dated March 15, 2016)

3. Staff concludes that Rio Rico Utilities has adequate wastewater treatment capacity to serve
the existing customer base and reasonable growth.

RECOMMENDATIONS:

1. In the prior rate case, the Company adopted Staffs typical and customary depreciation rates.
These rates are presented in Table G-1 and it is recommended that the Company continue
to use these depreciation rates by individual National Association of Regulatory Utility
Commissioners category.

The Company has not requested any changes in the "At Cost" service line installation
charges that were approved in its last rate application. Therefore, Staff recommends
continued use of the current at cost service line installation charges for all service line sizes
as listed in Table H-1.

3. Staff recommends that Rio Rico Utilities be required to provide separate wastewater
descriptions and wastewater flow data for its primary wastewater system (wastewater flows
to the Nogales International wastewater treatment facility) and its small wastewater system
(wastewater flows to an aerobic stabilization pond) in future Commission Annual Reports,
beginning with the 2016 Annual Report filed in 2017.

2.
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Capacity per Pump

(GPS
882

Wet Well
Capacity legals.)Location

Quantity
of Pumps

Horsepower
per Pump

725 32,313Lift Station # 1

Lift Station # 2 2 47 500 9,000

Lift Station # 3 2 47 500 9,000

Lift Station # 4 2 15 175 8,000

Lift Station # 5 2 3 27 1,608

Rio Rico Utilities, Inc.
Docket No. WS-02676A-_5-0368 et al.
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A. INTRODUCTION AND LOCATION OF COMPANY

Rio Rico Uti l i t ies,  Inc.  ("Rio Rico Uti l i t ies" or  "Company") is an  Ar izona public service
corporat ion  author ized to provide water  and wastewater  service wi th in  por t ions of San ta  Cruz
County,  Arizona. On  October  28 ,  2015,  th e Compan y fi l ed  an  appl i ca t ion  wi th  th e Ar izon a
Corporation  Commission  ("Commission" or  "ACC") to increase i ts rates for  wastewater  service.
The Company's exist ing CC&N for  wastewater  service covers an  area total ing approximately 97
square miles. Rio Rico Utilities provided wastewater service to approximately 2,050 customers as of
die test  year  ending December  31,  2014. Figure 1 shows the location of Rio Rico Util i t ies within
Santa Cruz County and Figure 2 shows the cer tificated area.  The Commission 's Utilit ies Division
Staff ("StafF') engineering review and analysis of the pending application is presented in this report.

B. DESCRIPTION OF THE WASTEWATER SYSTEM

The plant facilities were visited on February 25, 2016, by ]ion Liu, Staff Utilities Engineer
Water/Wastewater, in the accompaniment of Gerry Becker, and Dara Duffy of the Company.

There are two separate wastewater systems. The pr imary wastewater  system consists of
collection mains and 5 large pumping stations. The wastewater from the last pumping station enters
the City of Nogales sewerage col lect ion  system where i t  co-mingles and even tual ly reaches the
Nogales International wastewater  treatment facility.  The Nogales International treatment plant is
owned and operated by the Unites States International Boundary and Water  Commission. The City
of Nogales pays fixed and commodity charges for the use of the international facility. Rio Rico then
sub-contracts with the City of Nogales for  capacity in the international facility and pays sewer use
fees directly to the City of Nogales.

There is also a small  wastewater  system which serves the "Villas Unit  12" subdivision.  It
con si s t s  of a  s in gle pumpin g sta t ion  an d an  aer obic s t abi l i za t ion  pon d. This facil i ty served
approximately 124 customers as of the test year ending December 31, 2014.

Tabular Description of both wastewater systems

Lift Station



Type Quantity

Standard 535

Drop 15

Size Material Length (Feet)

4-inch PVC 3,714

4-inch DI 120

6-inch PVC 19,946
6-inch DI 693

Quantity

132
Wl
l

Diameter Length (Feetl

4-1nch 2,845

6-inch 11,273

8-i1'1Ch 216,971
10-inch 12,340
12-inch 14,554
14-inch 3,060
16-inch 494

18-inch 170

Rio Rico Utilities, Inc.
Docket No. WS-02676A-15-0368 et al.
Page 2

Manholes

Force Mains

Cleanouts

Collection Mains



MaterialDiameter r4 Length (Feet)

4-inch Various 2,057
6-inch Various 147

8-inch PVC 10

Rio Rico Utilities, Inc.
Docket No. WS-02676A-15-0368 et al.
Page 3

Service Laterals

Staff recommends that Rio Rico Utilities be required to provide separate wastewater
descriptions and wastewater HOW data for its primary wastewater system (wastewater flows to the
Nogales International wastewater treatment facility) and its small wastewater system (we
flows to an aerobic stabilization pond) in future Commission Annual Reports, beginning with the
2016 Annual Report filed in 2017.

c. WASTEWATER FLOW

Based on die information provided by the Company, wastewater flow for the year 2014 is
presented in Figure 3. Customers experienced a high monday average wastewater flow of 320
gallons per day ("GPD") per connection and a low monthly average wastewater flow of 165 GPD
per connection for an average annual wastewater flow of 199 GPD per connection.

D. GROWTH

Rio Rico Utilities had 2,317 customers in  2009. In test year  2014, the Company had 2,190
customers. Th e Compan y h as  been  losin g  customer s  an d  expect s  th i s  t r en d  to con t in ue an d
dierefore predicts that little or no growth will occur in the next five years.

Staff concludes that Rio Rico Utilities has adequate wastewater treatment capacity to serve
the existing customer base and reasonable growth.

In its application Rio Rico Utilities has requested approval of Fair Value Arizona Rate
Evaluation Model ("FARE"). Please see testimony of Staff member James R. Armstrong for the
details.

E. ARIZONA DEPARTMENT
COMPLIANCE

OF ENVIRONMENTAL QUALITY ("ADEQ")

ADEQ regulates the Rio Rico Utilities wastewater treatment plants under Permits Nos
101731 and 52015. "Based upon the data submitted by the facility, ADEQ has determined that as
of this date the facility was currently in compliance for the review period noted above." (ADEQ
report dated March 11, 2016) .

Ill
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F. ARIZONA CORPORATION COMMISSION (¢¢ACC9s) COMPLIANCE

A check with the Utilities Division Compliance Section showed that there are no delinquent
compliance items at this time. (ACC Compliance Section Email dated March 15, 2016) .

G. DEPRECIATION RATES

In the prior rate case, the Company adopted Staffs typical and customary depreciation rates.
These rates are presented in Table G-1 and it is recommended that the Company continue to use
these depreciation rates by individual National Association of Regulatory Utility Commissioners
category.

ll l llllllllll



354 3.33
355

50 2.0
50 2.0
50 2.0
50 2.0
10 10.0
10 10.00
50 2.00
12 8.33
30 3.33
8 12.50

40 2.50
40 2.50
20 5.0
20 5.0
30 3.33
15 6.67
15 6.67
5 20.0
5 20.0
25 4.0
20 5.0
10 10.0
20 5.0

10 10.0

10 10.0

NARUC
Acct. No.

Depreciable Plant
Average

Service Life
(Years)

Annual
Accrual Rate

(° 0)

Power Generation Equipment
Structures & Improvements

360 Collection Sewers - Force
361 Collection Sewers- Gravity
362 Speclal Collecting Structures
363 Services to Customers
364 Flow Measuring Devices
365 Flow Measuring Installations
366 Reuse Services
367 Reuse Meters & Meter Installations
370 Receiving Wells
371 Pumping Equipment
374 Reuse Distribution Reservoirs
375 Reuse Transmission & Distribution System
380 Treatment & Disposal Equipment
381 Plant Sewers
382 Outfall Sewer Lines
389 Other Plant & Miscellaneous Equipment
390 C)f8ce Furniture & Eqmprnent

390.1 Computers& Software
391 Transportation Equipment
392 Stores Equipment
393 Tools, Shop & Garage Equipment
394 Laborato Equipment
395 Power Operated Equipment
396 Communication Equipment
397 Miscellaneous Equipment
398 Other Tangible Plant

Rio Rico Udlides, Inc.
Docket No. WS-02676A-_5-0368 et al.
Page 5

Table G-1. Wastewater Depreciation Rates

NOTE: Acct. 398, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would
be set in accordance wider the specific capital items in this account.

H. SERVICE LINE INSTALLATION CHARGES

The Company has not requested any changes M the "At Cost" service line installation
charges that were approved in its last rate application. Therefore, Staff recommends continued use
of the current at cost service line installation charges for all service line sizes as listed in Table H-1.



Servlce Line Size
Current and

Proposed
Charges

4-inch

6 inch At Cost

8-inch At Cost

10-inch At Cost

12-inch At Cost

At Cost

Rio Rico Utilities, Inc.
Docket No. WS-02676A-_5-0368 et al.
Page 6

Table H-1. Service Line Installation Charges

1. POST-TEST YEAR PLANT

In its application, Rio Rico Utilities requested post-test year ("PTY") plant adjustments. The
post-test year project additions are as follows:

Job Description
1) Utility Tractor with Trailer
2) Lift  Station Replacement
3) Manholes Replacement
4) Collection Mains Replacement
5) Sewer  Service Replacements
6) Inspect ion  Camera

Placed InServiceDates
March 23, 2015
Various
Various
Various
Various
Various

Staff has inspected and ver i fied complet ion  of the post - test  year  plan t  addi t ions above.
These post-test year plant additions were in-service during Staffs inspection on February 25, 2016.

Staff witness Teresa Hunsaker will address any PTY plant cost adjustments in her testimony.
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